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TOWARD A THEORY OF FLUCTUATIONS 
IN BUSINESS PROFITS! 


\lthough business profits have been studied intensively in recent years 
the basic question of what determines the degree to which recorded business 
profits fluctuate from period to period has never been answered in general 
terms.’ That oscillations in business profits vary enormously in’ amplitude 
from industry to industry and from enterprise to enterprise is common 
nowledge. Yet there is no extant formulation of a general theory of the 
leterminants of cyclical fluctuations in business profits. We know, for ex- 
imple, that during the depression after 1929, tobacco companies as a group 

ntinued to make profits while steel companies showed large deficits. But 
what determines the ebb and flow of business profits in different industries 
from prosperity to depression, and vice versa? Does each industry and every 
enterprise require a special explanation? And is such “explanation” neces- 
sarily fabricated from all the unique circumstances surrounding each 

rporation or industry at the particular historical interval? Possibly no use- 
ful generalization on profit fluctuations can be drafted. The present paper 
ittempts nevertheless to develop a “general theory” of the amplitude of 
yclical fluctuations in business profits. 


I 
Since profits in the accounting sense are the algebraic difference between 
gross income and expenses, a general theory of the variations therein will 
consist of a generally applicable statement of the determinants of the 
The writer is indebted to the Social Science Research Council for a fellowship dur- 


f the ideas in the present paper took shape. 
‘re important studies of business profits in recent years the following 
ed: R. C. Epstein, Industrial Profits in the United States (New York, 
'); 8. H. Nerlove, A Decade of Corporate Incomes (Chicago, 1932); Professor W. L. 
s books and articles from Corporate Earning Power (Palo Alto, 1929), 
itly) his Corporate Size and Earning Power (Cambridge, 1939); W. A. 
te Profits as Shown by Audit Reports (New York, 1935); L. H. Sloan, 
lwo Cycles of Corporate Profits (New York, 1936). 
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fluctuation in gross income and fluctuations in expenses.* We begin with the 
marge org of fluctuations in gross income. 

1. Surely the prime cause of changes in the gross income of business 
enterprises is the shifting of the demand curves for the product sold.‘ Exc ept 
in static economic analysis the demand curves confronting business enter. 
prises are not fixed and given; rather they are continually shifting horizon. 
tally and perhaps altering their shape. The quantities buyers will purchase 
at all various prices is now less, now greater. But what aectermines the de. 
gree or extent of the shift in the demand curves for any product? 

It is axiomatic in economic theory that demand schedules are indeterm; 
nate unless buyers’ incomes are known. Consequently demand schedules for 
products are indeterminate unless the level of income within the econom; 
is given. That is, one of the principal factors occasioning shifts in the 
demand curves for different products is changes in the level of national 
income. Demand curves shift because national income fluctuates. Though 
shifts in demand curves are not solely a function of changes in national 
income we omit the other causes from consideration here since we ar 
primarily concerned with cyclical fluctuations in business profits.’ 

The degree of shift in the demand curves for a particular product 
relation to a change in national income is perhaps best designated as its 
“flexibility.” “Flexibility of demand,” therefore, is a concept relating 
changes in national income with changes in the quantities (of a given 
product) buyers will purchase at all various prices. It relates changes in 
national income and changes in the whole demand schedule for the product 
in question. The concept of flexibility of demand must be distinguished both 
from price elasticity of demand and from income elasticity of demand 
Price elasticity is familiar enough; though it should be remembered that 


* Here and in what follows we use the terms “gross income” and “‘expenses 
are typically employed by accouniants in reckoning the profits of business enterp 
We do not propose to compare the economist’s and the accountant’s concept of 
or to indicate how the measurement of profit by accounting techniques involves 
compromises with the theoretical concept of accounting profit. But cf. the writer's | 
nomics of Corporate Enterprise (New York, 1940), pp. 178-87 and chap. VIII 

* Since we are here concerned with the fluctuations in gross income, rather than wi 
enterprise or an industry receives any gross income at all, we may assume that cons 
preferences, tastes and buying habits are given and ask what determines the variat 
buyers’ expenditure, For buyers’ expenditure is but the gross income of business 
prises looked at from the other side. 

* New products, changes in consumers’ tastes, inventions and “innovations” are fa 
examples of non-cyclical factors that shift demand curves. While no analysis ot 
probable future fluctuations in gross income in a particular industry may neglect d 
shifts occasioned by such causes, the latter should be kept distinct from those other a 
more rapid shifts related to changes in the national income. 

* Unfortunately the phrase ‘‘flexibility of demand” has been used by different wat 
quite different senses. See Charles P. Kindleberger, ‘Flexibility of Demand in Internatio 
Trade Theory,” Quart. Jour. of Econ., vol. li, pp. 352-61. The usage above acc 
that of Kindleberger. 
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shift in the demand curve for a particular product is often accompanied by 
, change in its price elasticity. Income elasticity of demand, on the other 

relates changes in total expenditure on the given product at the same 
; price with changes in buyers’ incomes. In other words, income 
elasticity of demand focusses its whole attention upon one point on each of 
the two (or more) demand curves, (i.¢., that corresponding to a given 
price) and compares the changes in expenditure with the changes in 
buyers’ incomes.” Flexibility of demand, by contrast, is concerned with the 
shift in the whole demand curve for a particular product in relation to a 
given change in (national) income. While clearly flexibility of demand 
and income elasticity are conceptually related, they are not identical and 
should be kept distinct from one another. 

The flexibility of demand for different products would certainly be ex- 
pected to vary widely. All a priori reasoning suggests that the degree to 
which demand curves shift in relation to changes in national income is by 
no means identical. For a variety of reasons the demand for durable con- 
sumers’ goods is doubtless notably more flexible than that for non-durable 

sumers’ goods, while the demand for producers’ goods is probably more 

than that for consumers’ goods. Among non-consumers’ goods 
flexibility of demand is likely to be the greater the more their purchase can 
stponed without bringing operations to a halt, e.g., by repair and 
maintenance expenditures. Though relative flexibilities of demand between 
broad groups of products might be predicted on a priori grounds, certainly 
nly general categories could be so ranked. More minute and really useful 
sub-divisions would require painstaking investigation. 

The importance of varying flexibilities of demand for different products 
n explaining profit fluctuations ought to be self-evident. The flexibility 
f demand for any product, i.e., the shift in its demand curve, sets the 
limits within which gross income from the sale of that product could pos- 

bly v i in response to given changes in national income. Within the 

mits of the demand schedules so determined lie all the possible rates of 
ipts available to sellers from the sale of their products.’ While 

y of demand for the product sets the limits to the fluctuation in 

their gross receipts, the variation in gross receipts actually experienced 

l depend upon the price policy the sellers adopt or are forced to accept. 

G. D. Allen and A. L. Bowley, Family Expenditure (London, 1935), pp. 12-13. 
P Wolff, “Income Elasticity of Demand,” Econ. Jour., April, 1941, pp. 140-45. 
nd large, sellers have no control over the flexibility of demand of the products 

must accept whatever shifts in demand schedules changes in national income 
em. In a depression firms dealing in products with a highly inflexible demand 

2 restriction in the range of gross receipts available to them which is much less 
s confronted with a highly flexible demand, e.g., cigarettes as opposed to 
tives. Hence the degree of flexibility in the demand for its product fixes 


fluctuation in the gross receipts of a firm or industry when national income 
this degree the fluctuations in their profits are predetermined. 


‘ 
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as it 


734 N. S. Buchanan [ December 


That is, given the flexibility of demand for their products, the gross income 
of sellers becomes a function of price. 

No disquisition on “‘price policy’’ nor review of the mass of literature 
on “flexible” and “administered” prices is in order here. It will suffice to 
point out that the prices a firm or industry obtains for its products depend, 
first, upon the kind of price policy the entrepreneurs believe will maximize 
their returns through time and, second, upon their ability to execute that 
policy in view of the external conditions surrounding the production and 
sale of the product. Price policy is affected by considerations of desirability 
and practicability.® 

Assuming that business firms endeavor to maximize their returns through 
time, the full circumstances in each case will determine whether a stable 
or a flexible price policy appears to offer the more favorable prospect. The 
motivating considerations and the institutional setting are too complex for 
consideration here even had they not already been dealt with in detail by 
other writers.° We are concerned only to point out that, given the flexibil- 
ity of demand for the product in relation to cyclical changes in the national 
income, the price policy actually adopted or accepted determines the oscil- 
lations in gross income which the firm or industry will experience. Pro- 
ducers may wish to keep their prices stable or to allow them to fluctuate 
in response to shifts in demand schedules. But in selecting their policy they 
will be strongly influenced by how flexible they estimate the demand for 


their products to be, including any changes in price elasticity they believe 
to accompany such demand shifts." 

The ability of producers to follow a price policy of their own election 
depends essentially upon the type of competitive conditions characterizing 
the industry and upon the short-run elasticity of output.’ 


* Farmers probably have no less a desire for rigid prices than steel companies. But thei 
ability to follow through a price policy of their own choosing is largely non-existent be 
cause of the absence of product differentiation and their great numbers. 

*® Most recently in a monograph by S. Nelson and W. G. Keim, sponsored by the 
Temporary National Economic Committee, ‘Price Behavior and Business Policy,” T.N.E.C 
monog. no. 1 (Washington, Sup. Docs., 1940). This volume cites most of the relevant 
literature on the subject. 

" Indeed, the greater the change in price elasticity accompanying shifts in a deman 
curve, the more “‘costly’’ in terms of gross income foregone is a policy of strictly constant 
price through boom and depression. For example, if the demand curve over the relevant 
range becomes very inelastic as it shifts to the left in depression and very elastic as 
moves to the right in a boom, a firm or a group of producers will have an incentive to rais¢ 
prices in the depression and lower them in the boom. But of course the firm is not endeavor 
ing to maximize gross receipts, but the excess of receipts over costs, and no complete answe: 
can be given without knowing cost behavior as well. 

"If product differentiation is important, then the demand curves confronting 
component firms of an industry allow some degree of price contro!, Even without produ 
differentiation a deliberate price policy is possible if conditions of oligopoly prevail. P: 
ducers can be kept “in line” and price changes made contemporaneous. If the degree 
competition is given, the short-run elasticity of supply and production tend to determin 
the degree to which a deliberate price policy can be executed. One prime difference betwee 
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Thus we complete the first stage of our analysis of the determinants of 
-yclical fluctuations in recorded business profits. Since profits are the al- 
sebraic difference between gross income and expenses one group of deter- 
minants of fluctuations in profits is that governing variations in gross in- 
come, Variations in gross income (consequent upon the business cycle) for 
any firm or industry are a function of two factors: first, the flexibility of the 
demand for the product; second, the price policy adopted or accepted. And 
these are the only determinants regardless of type of industry, degree of 
monopoly, etc. Whatever variation in gross income is experienced from 
boom to depression or vice versa is chargeable to these two factors." 

It is common knowledge, however, that the amplitude of the fluctuations 
in business profits is distinctly greater than the amplitude of the variations 
in gross income. This must mean that when gross income changes busi- 
ness expenses do not vary proportionately. Consequently we must now pass 
on to a consideration of the factors responsible for the non-proportional 
variation of expenses in relation to gross income. 

2. If business corporations could curtail their expenses proportionately 
with any decline in their gross income they would never suffer operating 
losses.* The worst that could happen would be zero profits with a zero 
gross income. The aggregate amount of profit obtained by the enterprise 
would of course fluctuate considerably. But profits would always be positive 
so long as gross incomes were positive. In fact, however, losses are com- 
mon in depression and large profits familiar in the boom. Moreover, the 
magnitude of the depression losses varies widely from industry to industry. 
The question then arises: given the variation in gross income determined 
by the flexibility of demand for the product and price policy, what deter- 
mines the variability of expenses and hence the amplitude of the decline 

of rise) in profits?*® 

A prime reason why recorded total expense is relatively inflexible in re- 
lation to gross income is that the accounting procedure treats certain ex- 


facturing and agriculture is that in the former production can be halted quickly, while 

the latter, once plantiug is completed, output is only slightly responsive to changes in 

demand in either direction. If output is not easily curtailed or expanded, once certain 

initial steps in the process have been taken, then a stable price policy may be impossible 

unless the producers are willing to undertake large investments in inventories or to ration 
the available supplies. 

The reader will recall that we have explicitly eliminated “trend” factors from the 
liscussion. See supra, p. 732. Our analysis relates exclusively to the “‘cyclical” variations in 
business profits with a view to developing a generalized explanation thereof. While of 

urse n0 business cycle is uncomplicated by the presence of trend factors, most business 
ycle theories explicitly or implicitly abstract from them. A similar abstraction seems legiti- 

te in the present connection. 
“We omit from consideration here what the accountant terms “capital” gains and 
LOSSES, 

Stated otherwise, the same percentage variation in gross income in two enterprises 
will usually mot yield an identical proportionate variation in profits. But why or why not? 
‘his is the problem we wish to examine. 


W 
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penses as independent of the volume of production and sales. Such “fixed 
expenses” are of two principal types: first, depreciation and normal obso. 
lescence;** second, certain other expenses which are not reducible if the 
enterprise proposes to remain in business. 

The so-called straight-line formula is much the most widely-used method 
of charging depreciation expense.’ This extremely common practice means 
that the larger the fraction of depreciable assets to total assets, the larger 
will be depreciation expense to total expense; and therefore, the more 
difficult will it be for the firm to reduce its expenses proportionately with 
an uncontrollable decline in gross income.’* Hence, for any given fall in 
gross income, the decline in profits will be accentuated. Enterprises using 
a high percentage of depreciable assets in the quest for sales income will be 
unable to cut expenses proportionately with a drop in income if they use 
the straight-line method of depreciation. Heavy manufacturing concerns 
will suffer more than trading enterprises, for example. Since marked dif 
ferences between industries with respect to the importance of depreciation 
expense do prevail, there is an 4 priori reason for expecting the amplitude 
of profit fluctuations to vary from industry to industry even where variations 
in gross income are identical.’ 

The proportion of depreciation expense to total expense is, however, not 
entirely a function of the proportion of depreciable assets to the total. The 
differences in the appropriate depreciation rates for various types of equip- 
ment must be considered also. If a firm uses a type of equipment in which 
technological changes are occurring rapidly and are expected to persist, 
then the proportion of the purchase cost to be written off to expense each 
accounting period will! be relatively large. In aeroplane manufacturing the 
proportion of depreciable assets to the total may be no greater than many 
others, but in view of the speed of technical progress the proper deprecia- 
tion rate may be much higher.*° 

** The depreciation charge in accounting is usually intended to cover not only sim; 
wear and tear arising from use and the passage of time but such normal obsolescence 4 
may be reasonably expected on the basis of past experience. It does not pretend to « 
obsolescence arising from major and unpredictable technological changes. 

**A machine costing R dollars and expected to last n years would be charged as a 
expense at the rate of R/n per year, assuming a scrap value of zero. Regardless of th 
utilization of the machine, a constant proportion of the purchase cost is charged as 2 
expense each period. 

*Uncontrollable in the sense that it is determined by the flexibility of demand for t 
product as already defined. 

“It is not implied that accountants have been unaware of this fact. J. B. Canning 
emphasized it frequently in his writings. See especially his paper, “A Certain Err t 
Tendency in Accountants’ Income Procedure,” Econometrica, Jan., 1933, pp. 52-62; ais0! 
Mason, “Depreciation Policy in Periods of Declining Output,” Proceedings, Pacific Coa 
Economic Association, 1939, p. 37. 

” It might be thought that we ought to analyze the consequences of basing depreciation 


charges on original cost rather than replacement cost. Doubtless this practice increases 
amplitude of the fluctuations in business profits, and if price changes are violent, serious 
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Depreciation is not the only expense which the accounting procedure 

. 
views and records as independent of the volume of gross income. Con- 
tractual rents and interest charges, property taxes, wages of certain em- 


sloyees who, if discharged, are difficult to replace when business improves, 
ind other overhead costs also fall in the same category. They are inflexible 
with respect to variations in gross income, and are charged as an expense 
it almost a constant amount each accounting period. Regardless of the logic 
f so handling such expense items, to the extent that they contribute to the 
inflexibility of total expenses relative to total gross income they accentuate 
the fluctuations in business profits.”* 

The importance of such “‘fixed expenses,” including depreciation, is 
that, the larger fraction they are of total expenses during boom periods or 
ntervals of ‘‘normal”’ business activity, the more inflexible is total expense 
in such enterprises during depression. Consequently, for a given decline in 
gross income the greater is the amplitude of the fluctuations in business 
profits, Thus a prime determinant of variations in business profits from one 
industry to another or one enterprise to another is the proportion of “fixed 
expenses,” in the sense defined, to total expeuses. For any given variation 
in gross income the variation in profits will be the greater the larger the 
proportion of fixed expenses to total expenses.”* 

- The second major reason for the failure of expenses to vary proportion- 
ately with changes in gross income is the usual accounting procedure for 
valuing inventories. The ‘conservative’ rule of cost or market value, 


for the firm may be unavoidable if depreciation is based on historical outlay 
replacement cost. However, to base depreciation charges on replacement cost 
y require such a sharp break with usual accounting methods that it would find 
reover, there is merit in the accountant’s contention that if replacement costs 
n original costs the firm can avoid disinvestment in terms of “‘real’’ resources 
2gardly dividend policy. But if the accounting records are made the basis of the 
the firm may unwittingly charge prices which are insufficient to maintain 
s has certainly occurred in periods of inflation. In other words, its large profits 
t appear. 
for reasons of convenience the arguments in favor of handling such expense 
1al way are not, in the writer’s opinion, entirely convincing. For example, 
of wages of employees who are kept on through times of slack business 
heaper to do so than to break in a new squad when the expected revival of 
Their wages paid now are a cost outlay incurred against sales expected to 
time in the future. From the point of view of economic analysis such outlays 
5 an investment item made in anticipation of gross income subsequently to 
Or, if one prefers, in the accounting language, they could be viewed at least in 
1 expenses.” 
portion of fixed expense to total expense will vary considerably from 
n, inter-firm or inter-industry comparisons are only meaningful, of course, 
1 to some “base” interval. For example, were we to compute the ratio of 
total expenses for firms in different industries for 1929 we could then 
e ratios changed from 1929-37. For those firms in industries where fixed 
large proportion of total expenses in 1929, the ratio would be even 
nd as a consequence the decline in profits would be larger too 
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whichever is lower, exerts its influence on total expenses and their variation 
through the “‘cost of goods sold” section of the profit and loss statement. 
Cost of goods sold is calculated as follows: I,, original inventory, plus 
purchases, P, minus I,, final inventory, equals cost of goods sold, C; j.¢ 
(I, + P) — I, =C-. Valuing inventories according to the rule of “the 
lower of cost or market’’ means that during periods of falling prices ¢ 
will be augmented by the fact that I, and P are recorded at higher prices 
than I,. During periods of rising prices, on the other hand, the fact that 
replacement cost is greater than purchase cost is not reflected in the sum- 
mation of I, and P. In short, profits are consequently augmented during 
the boom and diminished during depression. And this will be true of all 
enterprises following the usual rule of inventory valuation.** 

While all enterprises forced to carry inventories will find the fluctua- 
tions in their total expenses relative to gross income affected by the 
conservative rule of inventory valuation, they will be affected in different 
degrees. The extent to which cost of goods sold will vary proportionatel; 
with sales income will depend mainly upon two factors: first, the inven- 
tory turnover ratio, 7.e., the relation between total sales per period and 
the size of inventory at the end of the period; second, the amplitude and 
timing of the fluctuations in the price of the product sold relative to the 
price variations in purchased inventories. Clearly, the higher the inventor, 
turnover ratio the smaller is the effect on profits of valuing inventories at 
the lower of cost or market.** Wide differences in the turnover ratio 
between firms in various industries are to be expected. 

There is no reason to suppose that the amplitude and timing of the 
fluctuations in the prices of saleable product will be the same as that of 
purchased inventories. Although fluctuations in the one ought to & 
causally related to fluctuations in the other, important differences may exist 
none the less.?° If the amplitude of the price fluctuations of saleable product 


* As to the frequency of the application of the rule of the lower cost or market in 
inventory valuation see E. I. Fjeld, Balance Sheet Classification and Terminology (New 
York, 1936), pp. 62-63; Jour. of Accountancy, Oct., 1940, pp. 334-35. Professor Mason has 
suggested to me that, in fact, cost or market may be used Icss frequently than is common!) 
supposed because of the difficulties in many cases of obtaining market price figures for 
numerous inventory items. It is his belief that many firms which say they are using ost 
or market” do not do so in fact. This may be true. However, many firms use the “frst 
first out’ method of booking cost of goods sold expense. This leads to a similar non- 
proportional variation of expense and income as the conservative rule of inventory 
valuation. Indeed, in some cases it could lead to greater disproportionality of variation 
than the cost or market rule, ¢.g., where inventories are large relative to sales anc at 
typically held for a considerable interval. an 

* This is true also if cost of goods sold is booked according to the rule of first in, 5% 
out. 

* The degree of competition in the market in which the firm sells may be quite differet 
from that in which it buys, for example. Or given the degree of competition the pi 
policies followed could be quite dissimilar for any number of reasons. 
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are much greater than those of purchased inventory, then the fluctuations 
of gross income (for any given flexibility of demand for the product) will 
be large relative to the fluctuations in the cost of goods sold, and profits will 
be rendered unstable. The same result will occur, of course, if saleable 
product prices are relatively stable while the purchase cost of inventories is 
highly variable. In this instance gross income will be relatively stable, given 
the shifts in the demand curve, while cost of goods sold will tend to vary 
considerably. 

Timing as well as amplitude of price fluctuations is important. If the 
price of the saleable product typically tends to lag behind the rise in the 

urchase price of inventories, then during the early stages of revival profits 
will be relatively slow to improve, and vice versa. As a boom approaches 
its termination, on the other hand, profits will tend to decline for those 
enterprises where the rise in the price of inventories tends to precede the 
rise in the price of the finished product. Profits will grow even larger, as the 
boom progresses, for those concerns where saleable product prices rise 
before inventory prices. On the downswing, on the other hand, enterprises 
of the second sort will very quickly show diminished profits or even losses, 
while those in the first group will find that their profits decline less dras- 
tically and more slowly. In short, those concerns where the amplitude in 
the fluctuations in inventory prices and saleable product prices are roughly 
similar and in which the former tend slightly to lead the latter in point of 
timing are likely to have smaller fluctuations in profits with any given 
income elasticity of demand. Ceteris paribus, of course, is assumed through- 
out. 

3. This completes the discussion of the determinants of fluctuations in 
business profits as computed by accounting techniques that business men 
largely follow and understand. It can be summarized in a series of proposi- 
tions as follows: (a) Profits are the algebraic difference between gross 
income and expenses, hence fluctuations therein are the resultant of the 
variations in the one relative to the other. (b) Fluctuations in gross income 
are a function of the flexibility of demand for the product and the price 
policy adopted or accepted. (c) With any given variation in gross income, 
fluctuations in profits are a function of the degree to which total expenses 
vaty proportionately and in the same direction with changes in gross in- 
come.” (d) The degree of proportional variation of expenses, relative to 
gtoss income, is a function of the following factors: the ratio of “fixed” 
expenses to total expenses; the inventory turnover ratio; and the amplitude 
and timing of the variations in the price of the product sold relative to the 


* With any given variation in gross income, fluctuations in profits will be the less the 
more expenses decline (or rise) more than proportionately. Conversely, the amplitude of 
proht fluctuations will be the greater in so far as expenses decline less than gross income 
when the latter diminishes and rise Jess than gross income when gross income is growing. 
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fluctuations in the price of purchased inventories. These factors constitute 
the “determinants” of the cyclical variations in business profits.?" 


II 


In Section I there were set forth in general terms those factors tending 
to determine the degree to which business profits will fluctuate in different 
enterprises and industries from prosperity to depression and vice versa. 
While such a catalogue of the variables is not without interest, a statistical 
determination of their relative importance would enhance its usefulness 
While it may be helpful to know, for example, that the treatment of de- 
preciation tends to accentuate profit fluctuations, one would also like to 
know how much of the fluctuations in profits is assignable to this factor 
Unfortunately, a statistical study of the relative importance of the respec. 
tive determinants encounters difficulties. If one works with individual cor- 
porations for which complete accounting data are available, their numbers 
are probably too small to warrant any useful inferences concerning the 
great mass of enterprises for which the data are lacking. On the other hand, 
if one deals with groups of corporations, e.g., by using data supplied by 
the Treasury, the figures are not sufficiently detailed to permit a separation 
of the components of the problem. Furthermore, the dispersion of the 
individual enterprises about the group average may be considerable. 

Notwithstanding these obstacles, the following pages attempt to use 
some of the available data in order to determine, if possible, the relevani 
importance of the different variables responsible for oscillations in business 
profits. What is here offered is to be regarded as little more than an illus- 
tration of the type of study which might be undertaken if the time and 
data were available. The writer would not himself attach great importance 
to the results obtained unless they were confirmed by more elaborate inves- 
tigations. Yet perhaps the crude calculations offered are not uninteresting 

1. In Section I variations in gross income were shown to be a function 
of flexibility of demand and price policy. But from the statistical point of 
view flexibility of demand for a given product is indeterminable since there 
is no way of knowing what quantities would have been sold at all prices 
other than those which did actually prevail. All we know is that a certain 
gross income was received and that this figure was a function of the quan- 
tities sold and the prices obtained. If we could be certain that prices had 


* Strictly speaking, our formulation applies only to profits from operations. The 
corded profits of business enterprises in the real world are also influenced by the treatn 
accorded “‘capital” gains and losses. In this connection see W. A. Hosmer, “The Effect ot 
Direct Charges to Surplus on the Measurement of Income” in M. P. McNair and H. | 
Lewis (editors), Business and Modern Society (Cambridge, 1938), pp. 113-52 It is 
perhaps unnecessary to add that our explanation of cyclical variations in business protts 
applies to profits before deduction of federal income tax. Given the tax schedules i 
effect at any time, however, profits net after income taxes are “explained” also 
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remained unchanged in any period we could measure income elasticities, 
instead of flexibilities, of demand for different commodities. But in no 
neriod do prices remain unchanged. Unfortunately there is no method for 
eliminating the effect of price changes upon the variations in gross income. 
For it can never be known what quantities would have been sold at other 
than actual prices.” 

While recognizing these difficulties it is yet interesting to compaze 
hanges in the gross income of particular groups of corporations with 


Li 


changes in the gross income of all corporations. We designate this relation- 
ship the “income elasticity of demand” for the corporate group in ques- 
tion.2® The label is inaccurate since the concept of income elasticity of 
lemand takes income as the only variable: the price of the commodity is 
assumed constant. Yet intervals in which prices ate unchanged while in- 
comes alter do not exist. Inevitably the following computations of our so- 
called “income elasticities”’ contain the effects of price changes as well as 
income changes.*® Table I compares changes in gross income of all cor- 
orations with changes in gross income of particular sub-groups thereof.** 
Table I has been compiled as follows: Professor Crum in his study Cor- 
rate Earning Power in the Current Depression*® presents figures for the 
ncome of all corporations and for various groups and sub-groups 

By reducing such gross income figures to relatives (1929 here 

; base), we can compare changes in the gross income of all cor- 

with similar changes in particular industrial classifications by 


irther difficulty is that different prices for some commodities would have meant 
rates of expenditure on others. A change in the price of one commodity will not 
r the price or amounts sold of other commodities unaltered. 
hing analagous to what we have here called “income elasticity of demand” has 
Kuznets and labelled “rate of relative intensity of participation.” See, S. Kuz- 
\dity Flow and Capital Formation in the Recent Recovery and Decline, 1932- 
tional Bureau of Economic Research, Bulletin 74, June 25, 1939, p. 7. 
puting income elasticities from family budgets the problem of changing prices 
ded by comparing the expenditures of people in different income groups at the 
Prices to the different groups may then be assumed to be constant without too 
nce for error. However, this is not quite the same problem as determining the 
ll change in income upon a given individual or group when prices and tastes 
See H. Gregg Lewis and Paul H. Douglas, “Some Problems in the Measurement 
Elasticities,” Econometrica, vol. 7, pp. 208-20. 
used “gross income of all corporations” rather than “national income’’ as the 
mparison mainly because the former is a more clear-cut concept than the latter 
the same type of biases and errors would be present in the All Corporations 
in the series for the sub-groups thereof. Taking Kuznets’ figures for “Gross Na- 
t in Current Prices” (National Income and Capital Formation, 1919-1935, 
tk, 1937, p. 8), and reducing them to relatives with 1929 as base, we obtain the 
; for 1927-32: 92, 96, 100, 89, 69, 50. Similar relatives for gross income for 
tions were: 90, 95, 100, 85, 65, 48, indicating a fair degree of correspondence 
two series, 
larvard Graduate School of Business Administration, Business Research Studies No. 
, 1935, 
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dividing the relative for a given sub-group into the relative for all cor. 
porations. If the resultant is exactly one, then the particular group has ap 
income elasticity of demand of unity; if greater than one, an income elas. 
ticity of demand greater than unity, and vice versa.** In Table I such 
calculations are presented for certain durable and non-durable consump- 
tion goods groups and for some non-consumption goods. The last column 
to the right is the arithmetic average of the group in question. 

A few comments on Table I may not be out of place. With the exception 
of Allied Chemical Substances and Building, all the constituents of the 
production goods group show average income elasticities greater than 
unity.*® As one might expect on 4 priori grounds, Iron and Steel and Metal 
Mining have the two highest average income elasticities. Among consump- 
tion goods of a non-durable type it is interesting to observe that sugar has 
the lowest income elasticity, being substantially less than unity; but it is 
closely followed by Other Foods.** The approximate identity of the income 
elasticity of demand for Canned Products, Packing House Products, and 
Beverages is startling. Among durable consumption goods the ranking 
of the average income elasticities is about what one would surmise. Al- 
though one would expect the income elasticity of demand for Tires and 
Tubes to be less than that for Motor Vehicles, it is interesting that the 
figures confirm this.** The Trade group figures seem to reveal little, except 
that they are all less than unity. 

The diverse experience of different industrial groups from 1927-32 
stands out sharply in Table I. As the national income changed, expenditure 
on the products of different industries was neither uniform nor propor- 
tionate. Consequently, even were the composition of expenses in all indus- 
tries identical, the variations in business profits would not follow the same 
pattern from industry to industry. Fluctuations would be larger in pro- 
ducers’ goods and durable consumption goods than in wholesaling and 


* Unlike price elasticity of demand, income elasticity may be negative. But such cas 
are rare, e.g., margarine. Were statistical investigation to reveal that some group 
products had a negative income elasticity of demand, it would probably be safe to infer that 
trend factors had completely overshadowed cyclical influences. 

‘Perhaps not too much meaning should be attached to the average figure without noting 
the dispersion about it. I have selected industrial groups which seem to cover relativel) 
homogeneous commodities. 

‘The Chemical Substances group may have an atypical average among production g 
because of trend factors working in its favor. The building group may be explainable by 
the increase in building activity by governmental bodies in 1930 and 1931. 

* An income elasticity of demand greater than unity for Mill Products may be expla 
able by relatively greater price changes in this group of products than others 

* One might expect that leads and lags would be important between the dif 
groups according to the principle of acceleration. That is, one might expect that the deci: 
in income for all corporations from 1929 to 1930 would not show its full effect upon 
some industrial groups until, say, 1931. The figures do not show any obvious relations’ 
of this kind. I suspect that if one were to take Consumer Outlay instead of Income of 4 
Corporations as the numerator in the ratio, such relationships might become evident 
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I—Income Exasticities or Demanp, 1927-32 


1928 | 1930 | 1931 Average 
Income 


1932 
95 ‘ | : 48 Elasticity 
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ling and in non-durable consumption goods. Thus, even were all 
ips identical on the side of expenses, the oscillations in their respective 


vould be far from uniform because of their different flexibilities of 

ind. But what of the composition of business expenses from industry 
try? Though we know it will not be identical, is there any dis- 
pattern? 


[he importance of ‘‘fixed expenses” in the accounting sense, and as 
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we have used the term in Section I, is not easy to determine. One might 
compare depreciation charges with gross income and endeavor to infer 
from its changing proportions thereof how much profit figures are altered 
by the traditional treatment of depreciation as a constant expense. On the 
other hand, other fixed expenses are of varying degrees of importance in 
different enterprises even in the same industry. And between industries 
variations must be enormous. Some indication of the importance of fixed 
expenses in different industrial groupings is, however, afforded by Table 
II (see page 746). This table compiled from reports filed with the Securities 
and Exchange Commission covers some 220 identical corporations for the 
years 1934-38.** It shows the following items as a percentage of sales in. 
come: Depreciation, Depletion, and Taxes other than income taxes (line 1), 
Net Income before Interest and Income taxes (line 2), and Net Income 
after all charges (line 3). 

The table requires no extended comment. The marked contrast between 
the fraction of gross income absorbed by depreciation, depletion and taxes 
(line 1) in non-durable consumers’ goods and non-consumerts’ goods stands 
out sharply. The average for the former for 1935 is 3.8, while that for the 
latter is 10.17 including cement manufacturers, and 7.83 excluding them 
Similar computations for 1937 are 4.23 and 8.77. In other words, of ever 
dollar of gross income ‘‘fixed expenses” absorbed more than twice as much 
among non-consumers’ goods as among non-durable consumers’ goods. By 
comparing line 1 and line 3 we gain some indication of the importance 
fixed expenses. Even in a period of rising business activity fixed expenses 
are frequently as large as net profits after all charges. Where the figures 
are available for 1938 they show in every case a rise in the percentage 
fixed expenses to gross income. A decline in gross income increases the 
proportion thereof absorbed by fixed expenses. 

The amplitude of the oscillations in net income after all charges (line 3 
or in net before prior claims (line 2) seems to be considerably greater for 
the non-consumers’ goods than for consumers’ goods of a non-durable type 
Greater flexibility of demand, together with a higher proportion of fixed 
expenses to total expenses, is doubtless the responsible cause. 

3. Although the usual accounting treatment of inventories has been long 
known to increase the amplitude of profit fluctuations the writer knows o! 
no studies of the question that relate to a large number of enterprises ia 
different industries. Dr. Kuznets has offered a computation of the effects 
of the usual treatment of inventories upon profits and losses for all enter 


* The original data will be found in the study by the Works Progress Administration 
and the Securities and Exchange Commission Survey of American Listed Corporations, vols 
1 and 2 (New York, 1940), and Special Studies under the same project. It seems unnecess4t) 
to give page references. 
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orises.°* Professor Crum has sought to determine the importance of in- 
entory grains and losses for the Foods group of corporations arising 


solely from price changes and not from the use of such rules as the lower 


f cost or market. He concludes: “In other words, excluding inventory 
profits (losses in 1932), as narrowly defined in this chapter, would increase 


the tabulated profits of the income corporations by about one-third, and de- 


ease the tabulated losses of the deficit corporations by nearly one-half.’’*° 
But inventory gains and losses in the Foods group are probably more im- 
portant than in corporations generally. Unfortunately at present we have no 
means of knowing how significant they are for other groups. 

{, While the available data do not allow any adequate isolation of the 
separate effects upon net income of the accounting treatment of “‘fixed 
<penses” and inventories, we can infer their combined influence by com- 
paring fluctuations in gross income with fluctuations in net income. Since 
the cyclical variability of expenses relative to gross income is a function 
f the two factors just mentioned,*? we can deduce their combined im- 
portance by comparing variations in gross with those in net. Indeed, by 
lividing the index number for net income into that for gross, we obtain 
an index of the variability of the one relative to the other for different 
ndustrial groups. This has been done for the years 1934-38 for the group 

corporations used in Table II. If the resultant of dividing the index 

ber for net income into that for gross were always unity, then variations 
n net income would be exactly proportionate to those in gross income: the 
sole determinant of changes in aggregate profits would be price policy 
ind the flexibility of demand for the commodity group.** But what meaning 
See National Bureau of Economic Research, Studies in Income and Wealth, vol. I, 
lifference in business profits after allowance for the effect of inventory price 
considerable. The following are the adjusted and unadjusted business profits 
eported by Kuznets: 
Unadjusted Adjusted 

1929 8,552 9,264 

1930 912 5,243 

1931 —3,718 —410 

1932 —6,193 —4,673 

1933 —881 —}3,321 

1934 1,257 —874 

1935 3,382 2,597 

Fabricant, ibid., p. 131. 

W. L. Crum, Corporate Size and Earning Power (Cambridge, 1939), p. 271. His con- 
i inventory profit is simply the change in the money value during a year of that por- 
the year-end inventory which was held at the beginning of the year. Because of the 
tory turnover ratio in the foods group he feels that differences between cost and 
e, which he disregards in his computations, do not matter very much. See ibid., 


ra, pp. 739-40. 
ting trend factors, of course. 
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I[—‘Fixep” Expenses 1n RELation To Gross Income, 1934-38 


ALL CORPORATIONS 


1934 


1935 1936 | 


1937 


Consumers’ Goops 
Non-Durable 
Chain grocery and food stores (11, 14)! (DDT)? 2.0 
| (NBIT)? 2. 
(N)? 


Chain variety stores (8, 19) 


ow 


Cigarettes (6) 


Meat packing (5) 


Motion picture producers and distributors (7, 8) 


DNR OR OO 


Sugar refiners-beet (5) 


wn 


ONO ON WOOO FADO O 


Other 

Automobiles (7, 10) (DDT) 
(NBIT) 
(N) 


Department stores (25, 31) 


Mail order houses (5, 7 


MAO Ww 


Tires and other rubber products (14, 16) 


Woow 


Non-ConsumeErs’ Goops 
Agricultural machinery and tractors (9, 10) (DDT) 
(NBIT) 
(N) 


Automobile parts and accessories (42) 


NR 


OW 


Cement manufacturers (7) 


Chemicals and fertilizers (19, 20) 


SI Om 


Office machinery and equipment (9, 10) 


co 


Oil refiners with producing facilities (17, 20) 


Steel (12) 


$. 
4. 
4. 
2 

8 

1 

8. 
$. 
4. 
2. 
3. 
4. 
1. 
1 

1 


uns ~ 
ano 


Source: See supra, p. 744. 
1 The number of registrants is not always identical in 1938 with the other years. The first figure in pa 
after each industrial group indicates the number of registrants 1934-37; where a second figure appears it 
the number of registrants in 1938. 
2 DDT) =Depreciation, Depletion and Taxes other than income taxes as a percentage of sales income 
(NBIT) =Net Income before Prior Claims, Interest and Income Taxes, as a percentage of sales income 
(N) =Net Income after all charges, as a percentage of sales income. 
The three lines of figures under each category have the same meaning. 

3A “red” figure 


is to be attached to a resultant greater or less than unity? In a period wh 
gross income is rising, a figure less than unity means that profits are rising 
faster than gross income; and a figure greater than unity that profits 
not rise as rapidly as gross income.** On the other hand, when gross incon 


“Which means, I suppose, that in such industries the rise in the prices of pur 
inputs precedes that of saleable product, or that the amplitude of the rise in purc 
inputs is greater than that of saleable products, or some combination of the tw’ 
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; falling, a figure less than unity means that profits fall faster than gross 

yme. Table III (see page 748) presents such computations for the more 
220 corporations already used in Table IT. 

The experience of the corporations included in Table III is certainly 

diverse. One would expect that at least the change in net income would be 

he same d/rection as the change in gross income, even though the degree 

f change were different. In all but one group (Sugar Refiners), gross 

ome was greater in 1937 than in 1936. But in only 8 of the 21 groups 

s net income goeties Furthermore, only 2 of the 8 were in the con- 


€ owes incident to the fall of prices in 1937 were the primary cause 

uch diverse behavior in gross and net income. It will also be observed 

that t the drop in profits in the producers’ goods industries, where these 
lid occur, were comparatively small. In such industries ‘‘fixed expenses”’ 

ire probably more important than inventory changes in determining profit 

ns. In the three cases among producers’ goods where profits did 

Automobile Parts, Chemicals and Fertilizers, and Cement Manu- 
inventories were probably quite important. An alternative ex- 

ition for the diverse behavior of gross and net income in 1936 and 

37 might run in terms of rising wage rates and labor costs. Possibly so. 

hout data on the proportion of labor cost to total cost in the different 
tries and the localization of wage rate increases, the question cannot 

e resolved. 

The foregoing method of comparing changes in gross income with those 
n net is only feasible where the index number for net income is greater 

n zero. Consequently, for a period like 1927-32, we shall have to 

sort to a comparison between changes in gross income (expressed as 

latives) and changes in the percentage of net income to gross income. 
Vhere negative percentages appear, losses rather than profits are of course 
licated.** Table TV (see page 749) presents such a comparison for the 

porations already used in Table I. 

Certain comments appear pertinent with respect to Table IV. Although 
Sugar had the lowest income elasticity of demand in the non-durable con- 
sumption goods group it was unable to avoid losses in 1931 and 1932. 
Mill Products, on the other hand, having the highest income elasticity of 

mand in the same group, was able to record profits in all years. Fixed 

would therefore seem to be more important in the former than 

latter. Considering the relatively small decline in gross income, in- 
caton losses must have been primarily responsible for the large drop in 
it percentages from 1929-30 in Sugar, Canned Products, and the whole 


‘he percentage figures are taken from W. L. Crum, Corporate Earning Power in the 
rent Depression, passim. As he is careful to point out, only the changes in the percentages 

ne group are meaningful. Inter-group comparisons of percentages of profits to gross 
necessarily significant. See ibid., p. 6. 
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1n Gross Income anp Net Income Comparep, 1934-38 


ALL CORPORATIONS 1934 


Consumers’ Goops 
Non-Durable 
Chain grocery and food stores (11)! 


Chain variety stores (8) 


Cigarettes (6) 


Dairy products (7) 


Meat packers (4) 
Motion picture producers (6) 
Sugar refiners-beet (5) 


Other 
Automobiles (7 


Department stores (21) 
Mail order houses (6) 
Tires and other rubber (12) 


Propucers’ Goops 
Agricultural machinery and tractors (9) 


Aircraft and aircraft equipment (18) 
Automobile parts and accessories (42) 
Chemicals and fertilizers (19) 


Containers, metal and glass (18) 


Cement manufacturers (7) 


Non-ferrous metals and products (17) 


Office machinery and equipment (9) 


Oil refining and distribution (16) 


Steel ( 10) 


Source: The raw figures for gross and net income will be found in Survey of American Listed Corporation 
pp. 3-11; vol. II, pp. 3-11. (See footnote 38, p. 744.) i 
1 Although the corporations included in Table III herewith are substantially the same as those included 
II, they are not identical in every case because the data were not available. The figure in parentheses al 
dustrial group indicates the number of enterprises included in the group. 
2 G=Gross Income. 
N = Net Income 
G/N =Gross Income divided by Net Income. ’ 
The three lines of figures under each category have the same meaning. 


1935 1936 | 1937 1938 
| N? 114 100 | 107 | 64 79 ~. 
G/N? .8 | 1 | 14 
98 | 100 | 107 103 ‘86 
| 1 | 1 | 1.01 1.1 3 ' 
| Es 96 100 110 118 117 
| 100 100 114 | 117 114 ! 
.96 1 1.01 1.02 
| 92 | 100 109 113, | ins 
81 100 150 119 131 
1.1 1 7 9 g 
100 110 118 
100 122 83 —35 
| 1 9 1.4 
100 112 121 122 
100 208 262 162 ; 
1 5 5 
96 100 123 104 
90 100 137 94 
| 1.06 1 9 1.1 
| 73 | 100 126 141 
44 100 153 122 | 54 
| 1.6 1 8 1.1 : k 
95 100 112 1146 | 10¢ ” 
79 100 184 132 105 : 
1.2 1 .6 9 | 1.01 
83 100 125 138 
72 100 144 | 138 113 
| 1.2 1 8 i 1.2 
100 117 134 | 109 
| 100 178 117 
| 1 a 1.1 1.09 
| oo | | | 
100 169 203 | 
| 100 183 282 | 37¢ 
100 232 326 642 
1 8 | 
77 100 122 144 | Von 
41 100 119 15 | a 
1.9 1 1.02 
84 100 120 131 
79 100 135 93 19 | 
1.1 1 1.4 
8 | 100 | 131 
98 100 100 | 100 : Me 
98 100 1400 | 143 
140 100 1420 1280 
1 1 
84 100 
52 100 150 221 
1.6 1 8 | 
86 100 = 148 
74 100 130 | / 
1.2 1 | 
94 100 111 | 126 
64 100 160 | 223 
1.5 1 6 
77 100 144 | 181 
—46 100 312 | 488 
| 
| 1 Fade 
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laste 1n Gross Income anp Net Income Comparep, 1926-32 


1929 1930 1931 


)RPORATIONS 


—2.55 


100 
1.94 
100 


on-Durable 


fectionery 


ipstances 


footnote 44, p. 747 


e as a percentage of Gross Income 
gures under each category have the same meaning. 


{rade Division. In the heavy goods industries a high flexibility of demand 
1 conjunction with (some) inventory losses and a high proportion of fixed 


xpenses combined to push net earnings far below their 1929 level. Un- 
tunately, except on 4 priori grounds there is no way of determining 


1941 ee 749 
1926 | 1927 1928 Le 1932 
LL 95 | 100 85 65 | 48 
| N%G! | 2.95 3.63 3.84 57 | a | —5.85 
Wholesale and retail 91 | 103 90 72 «| 52 
| 1.65 | 1.94 | —.20 | —1.84 | —3.62 
Wholesale trade 131 103 103 | 83 68 | 53 
| 1.18 1.08 1.29 1.10 —.53 | —2.23 | —2.58 
Retail trade 66 86 94 100 88 | 76 | 57 
2.83 2.15 2.18 1.56 —.30 | —1.68 | —4.03 
Vonujocturing: 
. 101 110 95 100 96 75 67 
| —1.25 | 1.30 4.23 3.35 | .56 | —3.01 | —5.57 
kery FY 95 97 | 97 100 95 77 «| 62 
| 5.49 | 5.34 5.57 6.09 4.95 3.88 | .20 
Beveras 97 102 100 86 68 | 59 
} 9.17 9.01 9.79 8.02 | 1.79 —.30 
| 88 91 | 100 93 75 63 
er 4.03 4.24 4.37 4.05 | 1.48 
' 87 96 100 84 68 | 54 
| 3.54 5.53 6.49 1.71 —3.81 —6.84 
88 92 97 100 89 67 | 48 
77 | 084 | 73 34 30 —.61 | —.61 
Mill pr , 106 108 106 100 73 54 | 40 
| 2 | 38 1.98 1.99 .29 1.39 | .98 
als enads 92 94 97 100 89 70 | 54 
2.80 3.53 3.69 3.21 -2.54 | —4.30 | —6.43 
regent eres | 93 102 101 100 74 69 54 
2.74 | 4.07 2.97 3.50 79 —.12 | —2.35 
i | 86 92 94 100 84 72 | 53 
1.26 1.15 | —1.83 | —3.65 | 
arpets } 96 100 100 67 68 | 42 
| 4.98 3.72 -10.3 -6.23 —16.9 
107 99 95 100 77 55 | 44 
|} —.13 2.47 —1.72 — .08 -5.67 —2.68 | —5.36 
| ery | 80 73 100 74 61 42 
8.04 | 8.09 6.51 3.27 94 —6.34 
85 74 | 87 100 64 45 24 
ms 5.75 5.54 6.87 3.31 .29 | —13.5 
Radios | 46 | 78 | 100 88 44 25 
| 1.06 6.05 | —1.74 —5.60 —22.8 | —18.6 
ROL TION GOOD 
Vanufacturin | | 
A n as 91 97 | 100 85 56 
6.80 7.89 7.85 5.80 4 | 3.26 
Building 94 | 92 100 90 44 
} 2.30 1.99 1.68 —.014 —3. —10.2 
hemi nes 82 | 79 100 | 89 46 
8.00 10.6 10.5 | 7.10 5. | 3.20 
Me g machinery | } 92 | 101 | 100 | 82 35 
5.12 | 5.54 6.23 | —.49 | —8. —22.1 
ee nent 87 | 96 | 100 78 | 38 . 
7.20 1.90 | —8.11 
ry inery 103 | 81 | 90 | 100 76 | 59 | 37 
8.77 | 7.49 | 7.65 8.85 2.21 —4.92 | —15.8 
1] machinery 84 04 | & 100 76 56 33 
7.52 | 9.54 12.2 6.63 | —S.85 | —6.87 
r tee 61 | 78 | 85 | 100 69 | 44 | 21 
; 7.7% | 6.361 5.38) 7.0 2.61 | —4.74 | —20.7 
et g 92 | 74 | 81 | 100 | 63 | 38 | 22 
| 3.93 3.36 2 | tm —3.17 | —15.5 | —30.4 
nes of 
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the relative causal importance of fixed expenses and inventory write. 
downs. 

5. The data here presented are admittedly no more than suggestive. Yet 
the pattern of the observed fluctuations in business profits seems to accord 
reasonably well with the suggestions in Section I concerning the deter. 
minants of the variations in business profits. The greater amplitude of the 
variations in profits in the capital goods industries, for example, appears to 
be the consequence of a relatively high flexibility of demand together with 
a large fraction of fixed expenses to total expenses. Trading enterprises 
would have steadier profits than they do if they were not exposed to the 
phenomenon of inventory losses and gains; for their gross receipts are 
comparatively steady, and fixed expenses in the form of depreciation, deple- 
tion, and taxes are relatively small. But generalizations of this kind might 
well have been formulated on 4 priori grounds once the determinants of 
profit fluctuations had been formulated. More interesting would be a sta- 
tistical determination of the difference in degree between various capital 
goods industries and consumption goods industries. Our computations do 
little more than suggest a possible technique of analysis. But more thor- 
oughgoing research might enable one to rank different industries with a 
fairly high degree of precision with respect to the relative importance of 
the different determinants of the variations in business profits. 


III 


The economic significance of the arguments in the preceding sections 
is that fluctuations in recorded business profits are partly the consequence 
of different fiexibilities of demand and partly the result of the curreatl) 
employed accounting procedures for recording certain expenses. Diste- 
garding misguided price policies, which may cause gross income to fluctuate 
more than necessary, the cyclical variations in gross income experienced bj 
individual firms or industries are not amenable to control, unless we wish 
to dictate how consumers and business enterprises shall apportion their 
expenditures as their incomes vary. To this degree profit fluctuations are 
unavoidable. The same cannot be said, however, of the degree of variation 
in business profits directly traceable to the traditional treatment of certain 
expenses. To the extent that oscillations in profits are brought about by 
certain convenient methods of reckoning and charging expenses they are 0! 
unavoidable. They are simply the consequence of certain arbitrary rules 
and practices which appeared to be convenient. For example, the usual 
methods of charging “cost of goods sold” expense and depreciation ¢x- 
pense are no more “correct” or logical than certain alternative procedures. 


“See J. B. Canning, Economics of Accountancy (New York, 1929), passim and 
Fabricant, op. cit., pp. 120-28. 
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In many ways they are less so. And by and large the currently used tech- 
niques possess few net advantages in terms of simplicity and speed of 
alculation. But they have been so long employed that they have acquired 
, certain hallowed correctness. 

Doubtless the business and financial community is generally aware of 
the fact that fluctuations in business profits are markedly greater in some 

lustries than in others. But it is not apparent that there is an equally 
niversal recognition of the degree to which such profit variations are a 
lirect consequence of recording certain expense items as is usually done. 
Rather, one has the uncomfortable suspicion that profit fluctuations in dif- 
ferent industries are regarded as meaning essentially the same thing. The 
usiness and financial community is apt to accept the profit and loss figures 
pretty much at their face value, and to assume that what is measured in 
yne case is the same as that measured in another. A loss is a loss and a 
profit is a profit. But we have tried to show that the computed profit figure 
is in no small measure determined by the proportion of ‘‘fixed”’ to variable 
expenses, the turnover of inventories, and the amplitude and timing of 
the fluctuations in the prices of saleable product and purchased inventories. 
Consequ iently the profit figures of business enterprises, regardless of kind 
nd type, do not afford a comparable basis for deductions relative to 
usiness s policy In boom periods the profitability of certain industries is 
exaggerated, on any rational basis, while in depression their losses are 
magnified beyond reason. 

If the recorded profit figures of business corporations were treated as 
interesting computations but not necessarily relevant in the formulation 
f business plans relating to production and new investment, there would 
be no need to draw attention to the degree to which fluctuations in busi- 
ness profits are traceable to certain arbitrary methods of reckoning. But 
bservation and reflection suggest that recorded profits for past periods have 
\ profound influence upon the expectations of both entrepreneurs and 
investors.*” In the writer’s opinion, the most important single connection 
between variations in accounting profits and expectations is through the 
market for already outstanding security contracts. Granted the present in- 
stitutional organization of the security markets, one can scarcely deny a 
gnificant relationship between reported profits and security prices.*” 


Fe consumers or entrepreneurs think their net incomes to be provides at least 
| explanation as to why they act as they do as consumers or entrepreneurs .An in- 
et profit of an enterprise, even though it is but a reflection of revaluation of 

the kind discussed above, is nevertheless real so far as it may stimulate the 
further expansion or to a more generous dividend policy.’’ Kuznets, Joc. cit. 

in this connection, J. Tinbergen, “The Dynamics of Share Price Formation,’ 

} Ec Stat., Nov., 1939, pp. 153-60, where it is argued that share prices are a 
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The connection between reported corporate earnings, security prices, 
and the level of new investment activity has long been observed. While 
the relationship is doubtless intricate rather than simple (and space does 
not permit any proper consideration of it here) its existence is beyond 
dispute.** Consequently, unless business executives and investors are more 
sophisticated in their interpretation of the fluctuations in recorded business 
profits than observation would suggest, the problem of the causes of these 
profit variations is of more than academic interest. For, if profit fluctua- 
tions influence the level of new investments, they also impinge upon the 
level of real income. And in this respect recorded gains or losses probably 
affect the volume of new investment—+v/a security prices and expectations— 
out of all proportion to their importance. 

One final word in conclusion. The present paper has argued that fluctua- 
tions in recorded business profits are partially the direct consequence of 


function of dividends, interest rates, and the rate of increase in share prices themselves 
some time before. As used in Tinbergen’s article “dividends” is synonymous with earnings 
See p. 156. Moreover, his third factor is of doubtful validity since it almost follows by 
definition as the calculations are employed. 

It is perhaps not as widely appreciated as it might be what an enormous influence the 
financial services have upon the investment policies of banks, insurance companies, and 
private individuals. The use of bond ratings as investment guides is standard practice and 
these ratings are derived in considerable part from earnings records. See, for instance, 
G. Harold, Bond Ratings as an Investment Guide (New York, 1938), especially chap 

As to stock prices, Alfred Cowles, III, remarks, “From the foregoing it appears, as 
would be expected, that earnings have more influence than dividend payments in the 
determination of stock prices.” A. Cowles, Common-Stock Indexes, 1871-1937 (Bloom- 
ington, 1938), pp. 44-46. Any one who has examined the literature on investments knows 
the use made of such ratios as the price earnings ratio as an indication of investment wort! 

“Low earnings and declining security prices induce pessimism while large earnings 
and rising security prices encourage optimism. Although this fact has been often observed 
the rationale of the connection has not been sufficiently stressed. The significant point ab 
declining earnings and security prices is that they emphasize that yields on past investmer 
are disappointingly small. Business men and security owners both know that better retu 
were expected. Such disappointment manifests its influence in two ways. On the 
hand business men actively concerned with management and control realize how small a 
the returns upon the purchase cost of capital equipment recently acquired. Security buyers 
on the other hand, are acutely conscious of the drop in the prices of securities below their 
purchase cost. When they bought their securities they expected them to continue t 
worth their purchase cost or even to appreciate. But the low prices are convincing eviden 
that such hopes were false. 

The fact that security buyers and business managers have not had their expectatior 
fulfilled is doubly disastrous. Having been recently disillusioned, entrepreneurs di 
view their current estimates of the marginal efficiency of capital goods with much confidenc 
Consequently, their willingness to add to their capital equipment is severely weakene 
Not only will they not offer new securities for sale; they are even hesitant about making 
commitments from cash resources already on hand. A similar pessimism prevails among 
security buyers. They are impressed with the errors committed in purchases alread) made 
Their willingness to buy any kind of securities is severely weakened. But if corporation 
are less willing to invest and security holders are less willing to buy securities, aggr¢ga'< 
eal investment must necessarily decline and the level of economic activity diminish. 
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ertain procedures employed in measuring business profits. Yet all methods 
f computing profits are mot equally desirable from the point of view of 
e economy as a whole. The currently employed procedures tend to 
.ccentuate fluctuations in profits, and consequently the amplitude of the 
scillations in business expectations between pessimism and optimism. Yet 
if the methods we now use to measure profits have few, if any, discernible 
net advantages Over equally rational techniques, it is better from the point 
f view of the economy as a whole, to use methods which tend to soften, 
not accentuate, profit fluctuations. Accounting procedures have largely been 
leveloped from the limited point of view of the individual enterprise with 
very little reference to the repercussions which the results they yield might 
have upon the level of real income in the economy as a whole. Perhaps 
the time has come to re€xamine accounting procedures from this broader 
f reference and to alter them accordingly. 

The writer fully realizes that any attempt to modify existing accounting 
methods with the avowed intent of minimizing cyclical variations in busi- 

s profits would encounter vigorous opposition from many quarters; 
for example, from professional accountants and the taxing authorities, to 
mention only two. Possibly the objections would be so overwhelming as to 
nake such a course unfeasible. In that case, perhaps the only practicable 
ternative is to teach business men and the public at large what profits 
figures mean and what they do not mean, what inferences they support and 


ject, and, finally, what questions they throw no light upon at all. 

ne can attack the problem by seeking to minimize the fluctua- 
1s in recorded profits in the hope that anticipations will be similarly 
modified; or, alternatively, one can endeavor to decrease the influence that 
recorded profits have upon anticipations by teaching people to be more 
phisticated in their interpretation of the figures. By either method the 
ulties to be encountered are certainly large; but they do not appear to 


it of proportion to the importance of the problem. 
NorMAN S. BUCHANAN 


University of California, Berkeley 
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FINANCING THE DEFENSE PROGRAM 


I 


‘ihe purposes of this article are to describe and to appraise the United 
States government’s fiscal policy in connection with the national defense 
program. It is a task which I do not approach with the calm cheerfulness 
displayed by little Johnny who was busy with pencil and paper when his 
mother asked, ‘“What are you drawing, son?” “I am drawing a picture of 
God, mother.” “But,” objected mother, “no one knows what God looks 
like.”” To this came the reply, “Well, they will when I get through.” 

I doubt whether any one knows what the government’s defense fiscal 
policy is; nor is any one wise enough to know for sure what it should be 
What is said, therefore, in this article must be regarded as a tentative 
attempt at explanation and evaluation. That such attempts should be made 
in a democracy is of first importance, provided that they are made in the 
proper spirit, even though the outsider does not have the data for discussing 
these subjects that the people actually in Washington have. It is possible, 
however, that the outsider has one small advantage. Most of the Wash- 
ington experts are engrossed in jobs which, though important, are never- 
theless only cogs in a very large machine. There seem to be few persons, if 
any, in Washington charged with the duty of taking an over-all view of the 
economics of the defense program and planning and integrating wise 
policies. The outsider, as the phrase goes, is less likely to be unable to see 
the forest because of preoccupation with some of the trees. 

A few things need to be said by way of preamble. First, discussion and 
appraisal of fiscal policy are considerably complicated by the peculiar status 
in which the United States is and has been for several months. The con- 
dition has not been one of legal war but it has certainly not been one 
consistent with what is commonly described as peace. In the past, fiscal 
activity has been judged on the basis of peacetime Treasury operations 
on the one hand and wartime Treasury operations on the other. For 
some months past, the United States has been in the position of be 
ing economically at war and legally at peace. This condition has mad 
both the administration and the interpretation of fiscal policies rather 
difficult. | 

Second, there is a dictum that has been ascribed to various military leat 
ers which is, “Three things are necessary to the conduct of a wat. They ate 
money, money, and more money.”” As every economist knows, this state- 
ment is true only in a very special sense. An army does not throw dollars 
at an enemy. I venture the suggestion that there are seven m’s that att 
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important in warfare. They are: men, materials, machines, morale, man- 
nent, munitions, money. It is plain, of course, that money is important 


agen 


aly as a necessary facilitating device in an economy accustomed to the use 


of money. 

Third, strictly speaking, it is impossible to evaluate fiscal policy in any 
useful sense by itself. This is because the defense effort and the state of 
the economy in general depend on many things in addition to fiscal policies. 
Some other conditioning determinants which spring at once to mind in- 
clude speculative activity, labor policy, agricultural policy, price controls, 
and political leadership. A fiscal policy may be appraised for the job as- 
signed to it, but it may be part of a mistaken broader scheme of policies. 
It is therefore extremely difficult to judge fiscal policy by “‘its results.” 

Fourth, as has become quite clear in the discussions of business cycles and 
Treasury policy in recent years, fiscal policy is concerned with more than 
just the operations of the Treasury. It is also concerned with monetary 
policy. The total quantity of money in the country and the level of general 
spending are very much influenced by Treasury activity. 

Fifth, appraising fiscal policy depends naturally on the system of values 
r the criteria used. We are all familiar with the criteria which have been 
developed over a period of many years for appraising peacetime Treasury 
activities. They include such old friends as economy, equity, elasticity, 
simplicity, etc. In recent years, in the opinion of many, a new criterion has 
been added, the maintenance of employment. In wartime, however, these 
criteria should be relegated to second place and first place should be given 

others. These I conceive to be the following: 

|. Acceleration. Does the fiscal policy contribute to a rapid increase in 

rate of production of war goods? 
r.cczction. Maintenance of civilian standards of living at a level as 
high as is consistent with the defense effort. This criterion, taken with the 
preceding one, adds up to raising total production as much as possible. 

3. Transition. Minimizing the difficulties of the later transition back to 
peacetime conditions. 

Of these three criteria for wartime finance, the first is most important if 
the country is greatly endangered. Thus, if the choice is to be between the 
retention of “social gains” and rapid expansion of production of planes, 
tanks, and guns when the two cannot be had at once, one’s opinion about 
theit comparative importance is likely to depend, unless completely thought- 
less, on one’s appraisal of the circumstances. 

Having said this much, I must go on to say that I believe the erection 

(an adequate national defense to be a most serious matter and I propose 

judge the fiscal policy as though the country were actually engaged in a 
a war which indeed, for all practical purposes, it has been for many 
months, 
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II 


Let us look at the fiscal operations of the first year of the defense pro- 
gram (July 1940 to June 1941), the preceding fiscal year, and the two 
fiscal years in prospect as I estimate them. Table I shows in condensed form 
the over-all figures on receipts and expenditures. Expenditures in the fisca| 
year 1941 rose nearly four billion dollars over the fiscal year 1940. This 
increase was accounted for entirely by the increase in national defense 


I—U. S. GoverRNMENT Bupcet Ficures 


Fiscal Year Ending June 


Type of Operation | 1941 | 1942 1943 
; (Est.) (Est 
‘(in billions) (in billions) (in billions) |(in billions 


Receipts | 
Income taxes | $ 2.125 $ 3.470 
Misc. internal revenue : 2.967 
Social Security taxes 
All other 
Total receipts 
Net receipts 
Expenditures (excluding debt retirement) 
Interest on national debt 
National defense 
AAA program 
Unemployment relief 
Transfers, etc. 
All other 
Total expenditures 
Excess of expenditures 


31.5 
23.8 


Source: Actual figures, Federal Reserve Bulletin, August, 1941, p. 772. Estimated figures 
are mine, based on newspaper reports. 
expenditures which were nearly four and one-half billion dollars. Table II 
shows the rapidity with which the monthly expenditures on national defense 
increased, as well as the rise in the deficit and the public debt. 

The four-billion-dollar increase in expenditures was financed by a 1.3 
billion-dollar increase in taxes and a 2.7 billion-dollar increase over the 
preceding year’s increase in the public debt. The preceding year already had 
a deficit and the public debt rose nearly six billion dollars, as shown in the 
last column of Table II. 

Some of the increase in the debt was absorbed directly or indirectly by 
banks and, partly as a result of this and partly of other factors, bank deposits 
rose substantially during this period. Government obligations held by Fee 
eral Reserve member banks rose from 14.722 billion doilars on June 2° 
1940, to 18.087 billions on June 30, 1941.1 Deposits of all banks ros 


* Federal Reserve Bulletin, Aug., 1941, p. 762. 
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from 59.017 billion dollars on March 26, 1940, to 65.211 billions on 
April 4, 1941.2 These figures and reference to Table I show that the gov- 


that the borrowing has been accompanied by some expansion of bank credit. 
The projected budgets for fiscal 1942 and 1943 show that these deficits are 
to get larger. 


TaBLe I]—IncreasE DEFENSE EXPENDITURES 


| 


Expenditures on National Defense 
(in millions) United States 
— Gross Debt? 
Defense (in billions) 
Estimate? 


Current Business 
Estimate! 


| 
} 


1940 to June 1941 | $654 


rrent Business, August, 1941, p. S-15. 
ly 20, 1941, p. 17. 
rve Bulletin, August, 1941, p. 771. 
r June, 1940, lacking. 


in passing to an appraisal of the fiscal policy, present and prospective, 


tables III, IV, V, and VI contain data which will be helpful in evaluating 
the fiscal program. 

When the program started, there was a substantial quantity of unemploy- 

at. The existence of this large number of unemployed was made the 

etical but not the practical basis for a policy of financing the increasing 

expenditures by borrowing. The line of reasoning was that there was no 

sacrificing butter for guns as long as there were unemployed men who 

d be drawn into production. The ease with which these unemployed 

men could be brought into industrial production was exaggerated by many 
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& 
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persons. To some commentators it seemed to be merely a matter of shouting 
“Ho, ye, come to the factories!” Actually, surveys of the United States 
Employment Service speedily indicated what was reasonably apparent be. 
fore, that a very small percentage of the unemployed possessed the required 
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Index | June 1940 June 1941 | 
| 
| 
| 
| 
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Percentage 
Increase 


130.7 +18 .6 


Income payments 
(1935-39= 100) 

Industrial production 
(1935-39 = 100) 

Nonagricultural employment 
(1935-39 = 106) 

Factory employment 
(1923-25 = 100) 

Department store sales 
(1923-25 = 100) 

Wholesale commodity prices 
(1926= 100) 

Cost of living 
(1935-39 = 100) 


Source: Federal Reserve Bulletin, August, 1941, p. 777. 
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January-June (in billions) 


| $ 36.303 


Source: Domestic Commerce, August 21, 1941, p. 24. 
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| Percentag 


- 


32 ,647 ,000 38 , 790,000 


Source: Survey of Current Business, August, 1941, p. S-7. 
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s, largely in the metal working trades, which were necessary to defense 
pro duction. Nevertheless, there was in the first year some reduction in 
mployment and a substantial increase in civil nonagricultural employ- 
rent. The latter figure went up six million. 
All of the figures in these tables tell the same story—a substantial increase 
lustrial production, in employment, in general economic activity, ac- 
— by some rise in prices. The production of both guns and butter 
ed and increased remarkably, at the same time that the number of 
e armed forces of the United States was increased from less than 
halt to 1,800,000. 
This substantial increase in both defense and nondefense production 
s accompanied by, and perhaps may be said to have been due to, an 
rease in spending. The money stream increased, thereby increasing the 
yn the goods stream. The result was the phenomenon which I call 
seneral Mixed Inflation. The increase in spending was accompanied by 
increase in production and some rise in prices. ‘Spending’ is an 
mnibus concept and there is no precise measure or index of it. Bank debits 
ive some idea of the total of spending and they increased both in New 
‘ork City and in the 140 other reporting cities 32 per cent from June, 
0 June, 1941. In the same period, income payments increased 19 per 
The impact of increased spending resulted in a rise of agricultural 
luction of about 2 per cent and of about 24 per cent in agricultural 
rices. In industry the impact was distributed inversely. Industrial prices 
e 11.5 per cent, industrial production shot up 30 per cent. 
[he defense program is to be expanded. Is a continuation of the rather 
bstantially expansionist financial technique desirable? No one can say 
for certain. The line of reasoning most generally heard is that if full employ- 
ment is reached or neared, there should be a shift from expansionist methods 
cing to nonexpansionist methods, e.g., borrowing from the public 
stinguished from banks) and higher taxes. The principal difficulty 
th ‘this plan is knowing when to change the emphasis. It certainly must 
hanged before full employment is literally reached since, owing to 
rictional causes, a complete reduction of unemployment is not possible. 
rthermore, the defense program is causing more and more so-called 
ptiorities unemployment.” Also, the approach to full employment is not 
niform in all industries, and therefore an expansion of spending would 
tect prices and production differently in different industries. 


IV 


¢ way of financing an enlarged expenditure on national defense is 
ig the government’s nondefense expenditures. This method, of 

utse, would not be adequate to finance the present defense program since 
| of nondefense expenditures in the last peacetime year was less 
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than seven and one-half billion dollars and it is ridiculous to suppose that 
the government could reduce that by more than one-third or one-half at the 
most. Such a reduction would not nearly provide sufficient funds to finance 
the current program. 

Does it follow therefore that no effort should be made along these lines? 
The answer to this is clearly, No. Reduction in nondefense expenditures 
would make some financial contribution, but more important than that, if it 
were done skillfully, it would have a most valuable psychological effect. Up 
to the present time (September, 1941), governmental authorities have called 
on the people to sacrifice and to contribute to national defense but, except 
for one small observation by the Secretary of the Treasury, no Washington 
authority has suggested that the government might lead the way. This 
suggestion does not mean something described by the badly overworked 
phrase, ‘cutting nondefense expenditures to the bone.” It means merely 
some reduction of governmental expenditures where little harm will be 
done thereby for the sake of psychological exploitation. That the handling 
of the public psychology has not been very good is perfectly plain from 
the general apathy of the people. It is necessary to recapture the confidence 
of the people. 

Since the reduction of nondefense expenditures would not provide 
enough money to finance the defense program, more money is needed. The 
principal ways of getting this “more money” are by raising taxes, by 
borrowing, and by printing money. These three methods are not com- 
pletely unlike. Actually, certain types of one resemble certain types of 
the other. For instance, governmental borrowing from a central bank dif- 
fers from governmental printing of paper money mainly in psychological 
effects. 

Some of the important questions that naturally arise are these: How 
much of the program should be financed by bank borrowing, how much 
by borrowing from the public, and how much by taxes? Are these quantities 
and proportions constant, or will they change with circumstances? Who 
is to pay the tax bill? Since the administrator probably cannot hit on 
precisely the perfect combination of expansionist and nonexpansionist 
financing, and will, therefore, err one way or the other, which way is it 
better to lean? 

Let us compare the risks involved in relying too heavily, respectively, on 
expansionist and nonexpansionist financing methods. | 

If the government borrows heavily from banks, financing by creating 
much new money, putting it into the money stream, these consequences 
follow: 

1. An expanding stimulus is given to the production of nondefens¢ 
goods, thereby keeping up nondefense employment. 
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There is the risk of ‘‘inflation’’—a rise, perhaps large, in prices 


renerally 
There is a risk of impeding the use and transfer of resources in the 
roduction of defense goods, because the demand for nondefense goods 
strong. 
If. contrariwise, the government borrows little or none from banks, and 
liverts a large stream of money from the public by taxes or borrowing, 
e consequences follow: 
|. The demand for nondefense goods is reduced, and unemployment 
y be caused thereby. 
There is no stimulus given toward rising prices. 
Increased production of defense goods is facilitated because resources 
| that the demand for their services in nondefense production is going 


The choice between these two deviations from perfection depends on 
ne’s estimate of the comparative advantages and risks. As for me, I 
ve no hesitation in saying that if perfection cannot be achieved, and it 
nnot, the government should lean toward overuse of nonexpansionist 
ial methods. That means, to repeat, that heavy reliance should be 
| on taxes and public loans, little on bank borrowing. Successful 


lit, in order to prevent nondefense credit operations from thwarting 
the program. 


V 


next question then is: How much borrowing from the citizenry, 
much taxing? I frankly do not consider this question to be very 
A reasonable question is this: Why not finance entirely by 
taxes, none by borrowing? If a man has money to buy a defense bond, he 
id pay that money in taxes. To put it bluntly, why not give the people 
instead of bonds, in exchange for their money? There are, I 
three answers to this question: 
The people would rather get bonds than tax receipts. Therefore, the 
f bonds helps morale. 
2. Considerations of equity suggest that the hastily improvised taxes 
‘ wartime may not distribute the burden as fairly as would subsequent 
cetime taxes collected to pay off the bonds, if the bonds are to be paid 
rom tax revenues. 
Borrowing gives the government a flexible element in the financing 
program. Taxes are set by the Congress; changes take time to effect, and 
e one to take effect. If the Treasury wants more money quickly, a 


‘ promotional program will get it rapidly. Metaphorically, and per- 


7 mplementation of this policy requires Federal Reserve control of bank 
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haps even literally, the Treasury could turn the radio on a little loude; 
when it needs more money, turn it down if less is desired. 

In so far as such bonds are purchased by people who dishoard for the 
purpose, the effect is, ia a monetary sense, expansionist. It may be described 
by the popular but misleading phrase, “taking money that was out of 
circulation and putting it into circulation.” If, however, the buyers of the 
bonds restrict their outlay in other directions, this type of financing behaves 
in the way traditionally ascribed to it, of diverting money from the streams 
designed for the purchase of consumers’ and producers’ goods and thereby 
facilitates the transfer of productive resources into the creation of defense 
goods. 

Should lending by the citizens be voluntary or compulsory? The able 
English economist, J. M. Keynes, has publicized a plan which is eésentially 
one of compulsory lending, under the name of “deferred pay.’’* The scheme 
is a good one; but there is nothing magical in it. The goodness lies, in 
large part, in the sugar coating; and that is of first importance. In wartime 
finance, a rose is not so sweet by any other name. It is right, proper, and 
clever, for instance, that the increment to the American income tax be put 
by itself on the tax form, and called “Defense Tax.” 

Compulsory lending is not needed yet in the United States. Two other 
steps should be taken first. The first step is a really good promotional cam- 
paign. I trust that, by the time these lines are printed, the Treasury will 
have conducted a successful campaign on the theme of “Give a Defense 
Bond for Christmas!’ Such a campaign would raise money, and release 
productive resources, such as railroad facilities, at the time of the year when 
they are struggling under their peak load. 

The second step, should the promotion campaign fail to produce adequate 
results, would be to institute a “quota” system. Like the procedure followed 
in Community Chest campaigns, each income-receiver would be told how 
much in defense bonds, considering his circumstances, patriotism required 
him to buy. 

Borrowing means, of course, that the war’s end will see the federal debt 
increased. This is a condition not to be viewed with equanimity. There 
is, however, something to do about it, if the public will accept an unorthodox 
maneuver. Gradually monetize the bonds! Over a period of years, pay 0! 
the loan with printed money. Of course, some folk will scream, “Inflation 
“Fiat money!” and worse. 

There remains, however, one simple fact—as an expanding economy, 
the people of the United States have a secular need for more cash with which 
to do their ordinary business, in which to hold purchasing power. I shoulé 
think that the average annual necessary increment at the present time © 


*See his How to Pay for the War (New York: Harcourt Brace, 1940) 
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e about three billion dollars a year. In the past, the providing of that 
increment has been left to the gold miners and the banks. This is a foolish 
process. It were better to have the new money created by plan, added when 
needed, 7.¢., in depression years. 

Respectability could be given the plan by the scheme suggested: Monetize 
the bonds. The federal government already owns a lot of gold and could 
buy more. Let the bonds go into a Redemption Fund, together with 5 per 
cent gold, in exchange for currency. This was the arrangement for the 
national bank notes, and should do again. 


VI 


We come now to taxes. Everyone agrees that taxes should be heavy 
enough to avoid inflation, but someone else should pay the taxes. Considera- 
tions of political expediency and pressure groups govern tax laws so much 


It is a very easy thing to say that taxes should be raised, but there remain 
two questions. Which taxes should be raised? How would an increase in 
taxes affect the morale of the people? In this connection two studies made 
by the American Institute of Public Opinion are of first importance. The 
first was released on May 25, 1941, and was summarized as follows:* 


PuBLIC OPINION ON TAXES 


It has been suggested that every family not on relief should pay an income tax 
which would amount to, say $10, for families with yearly incomes of a thousand 
ollars, and larger taxes for families with larger incomes, Would you favor such 
(ax 
Favor Tax 
Oppose Tax 
Undecided 
In order to meet the increased cost of national defense, would you be willing 
pay a tax of about two weeks’ salary or income per year, in addition to the 
taxes you have been paying ? 
Would Be Willing 
Would Not Be Willing 
Undecided 


' should the Federal government pay the increased cost of defense— 
} 


ietly by extra taxes, or chiefly by borrowing more money? (Of those who have 
ird or read of new tax proposals) 

Chiefly by Extra Taxes 

Chiefly by Borrowing 

Undecided 


low 


the other Gallup study, released on August 10, 1941, is so important 
tl am quoting it at length. 


ad the following quotation reprinted by permission of the American Institute of 
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If the American people themselves wrote the Federal income tax bill this 
year, they would institute many far-reaching tax reforms. The tax base would be 
considerably broadened, the mass of “‘little fellows” who are at present exemp; 
from income taxes would have to pay something, and the rich would pay cs. 
siderably less than the sums provided in the tax bill which passed the House of 
Representatives early this week. 

Such is the evidence from a public opinion survey which sheds much light on 
the public’s sense of fairness concerning tax rates and its attitude toward the well. 
to-do. .. 

A representative cross-section of voters in all the 48 states, were asked to give 
their views of what a fair income tax would be for a typical family of four- 
father, mother and two children—earning various sums from $1,000 to $100,000 

The actual question was: 

“In order to help pay for defense, the government will be forced to increas 
income taxes. If you were the one to decide, how much income tax, if any, would 
you ask a typical family of four with an income of (various sums from $1,000 to 
$100,000) to pay?” 

The arithmetical mean of the various tax amounts named, and a comparison 
with the proposed rate in the new tax bill, follows: 


What the Income Tax Proposed Federal Rates 
Family of Four Would Be If Public in Tax Bill Passed 
Earning: Wrote the Bill: by House: 
$ 1,000 $ 6 Nothing 
1,500 17 Nothing 
2,000 55 Nothing 
3,000 140 $ 11 
5,000 386 202 
10,000 1,123 998 
50,000 10,000 19,527 
100,000 24,000 52,738 


If the public’s tax schedule, shown in column two above, were put into effect 
(and if exemptions were lower for people with fewer than three dependents 
as under the proposed tax law), it is estimated that the yield would be sub- 
stantially higher than the yield from the income tax provisions of the bill passe< 
by the House—perhaps in the neighborhood of 3.5 to 4 billion dollars. 


Naturally the income tax burden will fall most heavily upon well-to-< 
people. In the current year, the upper tenth, slightly over four million 
persons having incomes of $2,600 or more, will receive total incomes 
aggregating at least twenty-five billion dollars. The upper third, som 
fourteen million persons with incomes exceeding $1,500, will receive 
incomes aggregating some fifty-five billion dollars. But neither equity 20° 
the preservation of national morale suggests that the entire burden shou! 
be placed upon this group. Heavy taxes on corporation profits are as 
appropriate although much less equitable than persona! income taxes. — 

Many of the existing excise taxes are historical curiosities and can * 
defended only on the (rather important) basis of the adage, “An 0/4 ts 
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2 good tax.” There is little else to say in favor of taxes, e.g., on playing 
cards, billiard tables, and long distance calls. The principle governing the 
evying of w artime excise taxes is fairly simple, albeit its application is not 

easy. The principle is: Let heavy excise taxes be levied on dispensable 
ndefense goods which use factors of production that need to be diverted 

ng defense goods. 

his principle must be applied with skill, else harm will be done by 
nexpected repercussions. To illustrate: in the first World War, economy 
n the use of new elevator cables was promoted by relaxing somewhat the 

spection standards. Consequently, fewer old cables were discarded, 
fewer new ones produced. Promptly, however, came a complaint from 
marine circles, where second-hand elevator cables, flexible, cheap, were 

h in use for necessary towing and other “‘cordage’’ uses. 

One excise tax which should be raised now and more later if necessary 
; that on passenger automobiles. The present rate, 7 per cent, is too low. 
t should be raised to 25 per cent at once, to choke off the demand for cars. 
f 25 per cent proves inadequate, raise the rate to 50 per cent or 100 per 

The common argument that production of motor cars is a necessity 
ause they are part of the worker transportation system is misleading. 
tomobiles are necessary in many cases, but mew automobiles can be 

pensed with for a while, in most cases. A thumping tax on automobiles 

io two important things: (1) raise a lot of money—perhaps a 

dollars; and (2) cut off civilian demand for important transferable 
luctive resources. 
Such excise taxes are a part—only a part—of the mechanism by which 
sources are transferred, nondefense output allocated, and profiteering 
tricted. Other mechanisms, complementary in action, include priorities, 
g, price fixing, income taxes, and the excess profits tax. 


Vil 


the present time, the defense effort, large though it has been, has 
| the American economy or the federal fiscal system. If, however, 
‘ense expenditure increases to twenty-five billions or fifty billions a 
‘and fiscal policies and program, as well as all of the ad- 
e and other activities bearing on the defense program, will have 
inaged with great skill. A sound fiscal policy is necessarily flexible 
rtunistic. The valves controlling and influencing monetary expan- 
rowing, and taxation must continually be adjusted by operators 
s are on the gauges that record prices and production. 
monetary economy like ours, its skillful manipulation is an important 
f a war economy. But it is only a part. The wisest fiscal operations 
enough to secure a great output of effective war weapons. In order 
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to see fiscal policy in proper perspective, let us merely list some of the 
other factors contributing to the successful functioning of a war economy, 

1. Skillful planning by the military authorities. 

. Shrewd purchasing by governmental authorities. 
3. Control over prices, profits, and wage rates. 
4. Activities designed to increase productivity and production. 
. Elimination of waste. 
Prevention of speculation. 

Lastly, overlapping the others somewhat, and most important of all: 

7. Psychological mobilization—the development and maintenance of 
public enthusiasm for the war effort—that elusive thing called morale. 

In the early autumn of 1941, I think it could fairly be said that apathy 
rather than enthusiasm characterized the American attitude toward the 
defense program. It is for the psychologist rather than the economist to 
diagnose the causes of this situation and to prescribe remedies. I do, how- 
ever, venture one suggestion. Perhaps it would be wise to show the people 
the results of the defense program—the guns, tanks, and planes—so far 
as this is compatible with military efficiency and the needs of secrecy. The 
needs of secrecy, it may be remarked in passing, are far less than the 
government authorities suppose. The wag was right who quipped, “If you 
want to go look at a British battleship being repaired, telephone the nearest 
German consulate.’ That, at a time when the country’s newspapers, co- 
perating loyally, refrained from printing news known literally to millions 
of persons. 

Skillful methods, policies, techniques, management, and administration— 
in the fiscal area and others—are necessary to the successful functioning 
of a war economy. Necessary, but not sufficient. The perfect electric motor 
stands still without the current. The defense production machine, likewise, 
can run at top speed only when it is powered by the enthusiasm of our 


people. 
J. PHILip WERNETTE 


Harvard University 
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PROFESSOR HAYEK ON THE PURE THEORY OF CAPITAL 


Professor Hayek has addressed a weighty appeal’ to his fellow econo- 
mists to return from the pursuit of Mammon to the contemplation of 
economic fundamentals; and since his belief is, and always has been, that 
the ultimate truth was revealed in varying degrees to Jevons, Béhm- 
Bawerk and Wicksell, his present book consists in the main of higher 
riticism and extension of the work of these authors, rather than of new 
levelopments in economic doctrine. This suggests for the reviewer the 
following plan. In Section I we shall consider how Professor Hayek has 
modified the assumptions underlying the traditional Austrian analysis, as 

resented by Wicksell, who has formulated that theory in its most mature 
form. In Section II we shall compare Professor Hayek’s analysis of static 
equilibrium w ith that of Wicksell. Section III will consist of a critical 
analysis of Professor Hayek’s extension of the equilibrium concept to cover 
the dynamic process of capital accumulation; and in Section IV we shall 

nsider briefly the application of his analysis to a money economy. This 
review will be frankly critical and, in fairness to Professor Hayek, I 
should say that it is difficult for a reviewer who is a renegade? from the 
Austrian faith to survey his discarded beliefs with the tolerance and sympa- 
they deserve.® 


I 


It will be remembered that one cardinal premise of the Austrian theory 
has been that ‘‘all capital goods, however different they may appear, can 
ultimately be resolved into labor and land [original factors of produc- 
tion | 3 or, to pe the matter succinctly, “capital is saved-up labor and 

-up land.” 

ieee critics, notably Professor Knight, have had no difficulty in 
pointing out that this process of resolution requires a historical journey 
into the infinitely remote past, while the theory of capital requires con- 
ideration of the prospective periods for which existing resources are 


The Pure Theory of Capital (London, 1941). 
‘Responsibility for my apostasy must be shared in the main by Professor Schumpeter’s 
ry of Economic Development (Harvard, 1934); Professor Knight's articles over the 
few years, especially “The Quantity of Capital and the Rate of Interest,” Jour. of 
Econ., Aug. and Oct., 1936, pp. 433 and 612; and Mr. Keynes’s General Theory of 
yment, Interest and Money (London, 1936). 
‘I am very grateful to Professor Fritz Machlup for his patient and painstaking criti- 
sm, which has eliminated some serious misinterpretations of Professor Hayek. However, 
st regretfully state that Professor Machlup disagrees with my main thesis as to the 
of Professor Hayek's “real” approach. 
-. cksell, Lectures on Political Economy (London, 1934), vol. 1, p. 149. 
p. 154. 
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invested, which periods, in static equilibrium, become equal to the periods 
for which resources actually are invested. It is in an effort to escape these 
malignant critics that Professor Hayek makes his main departure from 
Wicksellian orthodoxy. He defines capital not as saved-up original factor: 
but as the “aggregate of those nonpermanent resources which can be used 
only in this indirect manner [7.e., in time-consuming processes] to con- 
tribute to the permanent maintenance of income at a particular level,” 
A word or two of explanation is necessary; ‘‘nonpermanent’’ includes 
natural ‘‘wasting” assets; thus Professor Hayek would include a mine a; 
capital; secondly, although Professor Hayek never expressly defines income 
in the whole book, he obviously means goods transferred to final con- 
sumers over a period of time; and, lastly, stocks of finished consumer goods 
are included as capital.’ We shall have something further to say as to this 
notion of non-permanence in Section III. 

This modification of the orthodox Wicksellian definition of capital 
necessarily leads Professor Hayek to reject the concept of a single average 
period of production as an analytical device for representing the productivity 
of capital. For, as he correctly points out, when capital is defined as a con- 
geries of heterogeneous resources, the only way to calculate an average is 
to weight these resources according to their relative values and their rela- 
tive values “‘will inevitably depend on the rate of interest’’ (p. 143). It 
will be one of our tasks to inquire whether Professor Hayek’s own method 
avoids this difficulty.* 

Professor Hayek’s second departure from Wicksellian orthodoxy is to 
extend the meaning of equilibrium. While Wicksell confines the use of the 
term to a stationary state, where there is no capital accumulation, Profes- 
sor Hayek now attempts to apply the term not only to the stationary stat 
but to a state of change—a state of change, however, in which “the plans 
of different members of a society . . . are fully adjusted to each other, si 
that it is possible for all of them to be carried out” (p. 18); in other words 
expectations are realized. In his analysis of the stationary state, Professor 
Hayek assumes that all factors of production are fully employed in an 
absolute sense. In the equilibrium-over-time situation, however, full emplo 
ment means that “‘at the ruling prices, no more resources are obtainable than 
are actually employed.” That is, “equilibrium” can occur at any level o! 
employment in the ordinary sense of the term, and although general 


* Hayek, op. cit., p. 54. 
Professor Hayek states (p. 55n) that his definition of capital is essentially the 
as Wicksell’s. His definition does correspond to Wicksell’s description of capital | 
p. 144); but we have already seen that Wicksell defines capital as saved-up servic 
labor and land, and this is what Professor Hayek most emphatically holds to be uanec 
Wicksell, himself, did not attempt to use the concept of a single average product 
period (1) in cases where he considered more than one original factor of production 
pp. 181-82), and (2) where the period is too long for the amount of investment t 
independent of the rate of interest (0p. cit., p. 184). 
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creasing supply prices are stipulated, I do not think this assumption is 
ecessary for the determination of equilibrium in the sense in which Pro- 
fessor Hayek is here using it. This “equilibrium” analysis is conducted in 
real terms, that is, in am economy where money appears merely as a 
measure of exchange value and has no other significance. Professor Hayek’s 
point of view is that a “real’’ economy, if left to itself, will automatically 

hieve “equilibrium” and that the disturbances that occur in real life are 

e to the subversive influence of money (p. 36). 

Apart from these changes, the foundations of Professor Hayek’s analysis 
are typi ally ‘‘Austrian.”” The productivity of investment is held to derive 
mainly from the fact that increases in the value of final output can, in 
fact, always be obtained by investing units of input for longer periods. 
[his does not imply, as some critics of the Austrians have alleged, that all 

ser processes are more productive than shorter processes,* but that there 

ire always some productive lengthenings which would be undertaken were 
he rate of interest sufficiently low. Although Professor Hayek does not 
state that the lengthening of investment periods is the most sig- 

icant phenomenon of capitalistic development, he does say that ‘‘we 
have persistently argued that circulating capital in the ordinary sense of the 
term possesses the characteristic attributes of capital in a higher degree than 


| capital, and in consequence those theories which tend to stress the 
portance of goods in process rather than of durable goods have con- 


uted more to the understanding of the important problems in this field”’ 
). It would possibly have been more nearly correct to say that this 
f theory has contributed largely to Professor Hayek’s own economic 


II 


We turn now to Professor Hayek’s analysis of stationary equilibrium, 
hich involves the determination of the optimum time-distribution of a 
s of resources of given equilibrium value’? both in a “simple” 

ny ruled by a communist dictator and in a competitive price economy. 

[t is impossible in an article of this length to follow Professor Hayek’s 


famous footnote (Principles, 8th ed., p. 583) represents Béhm-Bawerk’s 
rather than demolishes it. (Cf., Béhm-Bawerk, Positive Theory of Capital, 
William Smart, p. 82.) 
e objected, here, that I have saddled Professor Hayek with an assumption 
ide. In chaps. XII and XIX, he discusses the problem of “simple economy” 
titive economy respectively, reallocating their resources in such a way as to 
non-maximum state of income to a maximum state of income without suffer- 
s of consumption (/.e., performing any saving) in the process. During 
the value of the output of consumers’ goods is increasing, the only way 
t there has been no saving is to know that the value of net additions to 
1 zero. If the process of capital accumulation, which we shall discuss later, 
troduced at this stage, there would be no difficulties. As it is, the best 
1 I can give to the conditions Professor Hayek imposes is to assume capital to 
ilibrium value. 
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reasoning in detail, especially as one can never be sure from his exposition 
that the solutions to his problems are determinate. One could wish that 
he would follow the excellent example of Wicksell by restating his verbal 
arguments in mathematical form, so that the reader could reassure himself 
of their validity. Fortunately, however, Wicksell has dealt with very much 
the same problem," and the best way to test the validity of Professor 
Hayek’s analysis is to examine it in the light of Wicksell’s. 

Wicksell considers the problem of an entrepreneur, or a competitive 
economy, employing two original factors of production, labor and land, 
and aiming so to adjust the investment periods of these factors as to 
maximize the rate of return on their values. This is essentially the problem 
of Professor Hayek, with the important qualification that, while Wicksel| 
is dealing with original factors, he is analyzing the employment of both 
permanent and non-permanent factors of production. When he attempts to 
solve the maximization problem in its general form, Wicksell finds that he 
has four independent relations to determine the equilibrium values of seven 
variables: the quantities employed, the rates of remuneration and the in- 
vestment periods of the two original factors and the rate of return on in- 
vestment. Thus to achieve determinateness, he needs three additional 
relations. This he does by assuming that the quantities of the two original 
factors are fixed, and that the value of capital is known.” He can then 
determine the price system, the investment periods and the equilibrium 
rate of return on investment, which in his model will be equal to the 
equilibrium rate of interest. 

Although Professor Hayek does not attempt explicitly to set up a svs- 
tem of simultaneous relations describing stationary equilibrium, he does 
argue that such a position is determinate (p. 264), and, if it is, his 
analysis should determine the variables of Wicksell’s equilibrium system. 
In fact, his problem is identical with Wicksell’s and, consequently, has 
a determinate solution if the quantities of each of the various non-perma- 
nent, as well as the permanent, resources remain fixed. But Professor Hayek 
does not and cannot make this assumption. For any reorganization of the 
stock of capital requires the transformation of capital goods. In one of his 


“ Op. cit., pp. 181-82. 

 Wicksell’s own words are ‘some supposition is made as to the money value of socia 
capital” (op. cit., p. 182). 1 think this vague statement can only mean that some equilibriun 
value is assigned to capital, and that the statement is deliberately vague because Wicksel 
was fully aware of the artificiality of assuming in advance of the equilibrium adjustment 
itself that the value of capital is known. For, as he himself shows (op. cit., p. 179), the 
value of capital is not independent of the rate of interest. Wicksell says later: “A rational 
theory of saving is thus necessary before we can clearly understand the conditions of 4 
stationary society with a constant supply of capital’ (op. cit., p. 207). It is regrettabic 
that he did not take his own advice and examine stationary equilibrium merely as a spe’ 
case of a general analysis of capital accumulation, that is, where the rate of capi 
accumulation is zero. 
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own illustrative examples, for instance (p. 162), the services of a durable 
consumers’ good are used up in feeding workers engaged in constructing 
equipment with a longer investment period. To solve this problem for two 
factors, Professor Hayek therefore would need two new independent rela- 
tions to replace Wicksell’s assumption that the quantities of the original 
factors remain fixed. These relations must include an independent price 
relation between the two non-permanent resources, and, presumably, a 
relation determining the quantity of one factor when the quantity of the 
other is zero. And since the non-permanent resources are produced with 
capital, interest is involved in their cost of production, so that any attempt 
to formulate an independent price relation between them begs the whole 
question. Professor Hayek is still in the same frying pan from which he 
sought to jump when he abandoned the concept of an average period of 
production. ‘8 My conclusion therefore is that Professor Hayek’s attempt 
to apply the higher criticism to Wicksell has not been successful. If he 
wants to determine general equilibrium by Wicksellian methods, he must 
not abandon the basic postulate of Wicksell that capital can be expressed 
in terms of fixed quantities (or, parametrically changing quantities) of the 
original factors of production. 

This conception must be rejected not on logical grounds, but on the 
empirical one that the use of durable goods makes the period of produc- 
tion infinitely long. Were the capital problem merely a question of the 
vertical division of labor without the use of durable goods, production 
periods would be of finite length and the Wicksellian concept of general 
equilibrium would be usable. No wonder that in the Austrian theory, 
stress is laid on circulating capital." 


“ Wicksell himself clearly saw these difficulties. In rejecting the method now ad- 

| by Professor Hayek he says, “But productive capital would have to be distributed 

nto as many categories as there are kinds of tools, machinery, and materials, etc., and a 

ent of the réle of capital in production would be impossible. Even then we 

Id only know the yield of the various objects at a particular moment, but nothing 

t all about the value of the goods themselves, which it is necessary to know in order to 

lculate the rate of interest, which in equilibrium is the same on all capital. Again, it is 

to attempt—with Walras and his followers—to derive the value of capital-goods 

1 their own cost of production or reproduction; for, in fact, these costs of production 

clude capital and interest, whereas our analysis of the laws of the cost of production has 

to proceeded on the assumption that production is non-capitalistic. We should, 

‘ore, be arguing in a circle.” (Op. cit., p. 149.) 

fessor Knight, too, although he is prepared to make use of the notion of a constant 

of capital, is fully aware of these difficulties. He says “. . . the embarrassing 

th t the readjustment in question [i.e., of a fixed quantity of capital] could not be 

nentally carried out or traced. It would be impossible for Crusoe, or the board of 

é uc control in a collectivist economy, or the statistical analyst in a competitive economy 

to know that a quantity of investment was being maintained exactly constant while it was 
being shifted from one use to another.” (Op. cit., p. 612.) 

“Wi cksell was far more diffident about his ‘ theory of capital than his modern suc- 

essors have been; and it is unlikely that he was unaware of these difficulties. He never 
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Our troubles, or rather Professor Hayek’s troubles, would evaporate jf 
only the rate of interest were independently determined; for then the 
difficulty about the transformation relation between existing capital goods 
would disappear. In fact, this relation would no longer be independent 
but could be derived from the remaining relations determining the system. 

These considerations suggest two ways out: one way is to retain the 
equilibrium method and follow Mr. Keynes’s procedure of introducing an 
additional relation expressing the dependence of the rate of interest on 
the quantity of money. Mr. Keynes’s system in general determines an 
equilibrium position where money income is constant; but if the equi- 
librium values of the variables include a zero rate of net investment. real 
income will be constant, and we should have a stationary equilibrium in 
Professor Hayek’s sense. In studying the process of capital accumulation 
over time, however, the analysis of positions of rest is inadequate. Mr. 
Keynes uses his system for this type of problem, by considering how the 
parameters of his system, e.g., the marginal efficiency of capital schedule, 
change over time. He, therefore, has a position of rest at every point of 
time, but, owing to parametric changes, that position of rest is continually 
changing over time. 

The other method of studying a process is to set up a system of relations 
which, given initial values of the variables, determines at every point of 
time, not only their values but the rates of change of those values. This 
is the method of modern business cycle analysis.** This latter method pro- 
vides our second escape from indeterminateness and it is the method Pro- 
fessor Hayek adopts, although he never seems quite to realize it, not t 
escape the indeterminateness, of which he is unaware, but to study the 
problem of capital accumulation. The only interpretation I can give to his 
treatment of the problem of capital accumulation (chaps. XX and XX1) is 
as follows: At any point of time there exist demand and supply functions 
for resources for new investment, which are equated to each other. These 
relations determine the investment and the rate of interest; these in turn 
react on income and prices, which again influence the demand and suppl) 
of investment resources; and so on over time. This, I think, is a more 
fruitful method of analyzing the process of capital accumulation than the 
moving equilibrium method. And it is successful in avoiding indeter 
minancy; for at any point of view of any point of time, the rate of interest 
is determined independently of the price system at that point of time. 


tries to incorporate durable goods into his analytic schemes ond says, ““. . . strictly speaking 
only short- period capital (in other words, circulating capital) can be regarded ¢ es capital 
proper" (op. cit., p. 186, quoted by Hayek, p. 147). 

‘See, for instance, J. Tinbergen, Business Cycles in the United States of America 
(League of Nations, 1939). 
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There is, of course, nothing novel or exclusive to Professor Hayek in 
this method. It is implicit in the Marshallian doctrine that the rate of 
interest is determined in the market for free or floating capital, and that 
the value of old investments is only determined after the rate of interest 
is determined.*® Essentially the same method is also adopted by Professor 
Knight.’ 

So far, we have only reached the threshold of Professor Hayek's analysis. 

It will be rernembered that he has maintained that his analysis of the 
process of capi ital accumuiation in real terms will describe a state of affairs 
which is entitled to be called “equilibrium” in his own specialized sense 
of the term. This raises for discussion two questions of fundamental im- 
portance: first, whether consideration of a moneyless economy is significant 
and, secondly, even if it is, whether more significant results could not be 
obtained by considering a money economy directly. In order to answer 
these questions, we must formulate our model explicitly, and this we shall 
do initially in money terms. This procedure seems to me to be necessary. 
For, since we afe inevitably concerned with the behavior of a money 
economy, I cannot see how any “real” analysis can be useful or instructive 
unless it is made clear beyond doubt what is meant by “abstraction from 
money.” If Professor Hayek had undertaken this task himself, the way of 
the reviewer would have been made considerably easier. 

We must first consider the demand for resources for investment. The 
first point to be made is that this demand mwst be expressed in terms of 
money. We have already referred to the Marshallian doctrine that in order 
to avoid circular reasoning, interest must be regarded as the return on free 
or floating capital. But Marshall, with his habitual dislike for sharp dis- 
tinctions, goes on to say that the line of demarcation between free and 
invested capital is not sharply drawn. What this actually means is that the 
role of interest in determining the value of an inventory which is expected 
to yield its return in a few months is negligible when compared with its 
role in determining the value of equipment of several years’ life. The circu- 
larity is only completely eliminated when we speak of the investment of 
money itself. But is the circularity eliminated even here? May it not be 
argued that the profitability of investing a given sum of money depends 
on the prices of the goods money can buy and we are faced with the same 
problem as before? The answer is in the negative, as may be seen by re- 
minding ourselves of the nature of process analysis. The prices and interest 
rate that determine the demand for investment today are past prices and 
interest rates, on the basis of which today’s expectations are formed, and 
which are data from the point of view of determination of the rate of 
nterest today. Thus the “marginal productivity of capital’ is the marginal 


|, 8th ed., pp. 411-12 and elsewhere. 
it., p. 619. 
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expected rate of return from investing sums of money in the way that the 
available economic data indicate to be the optimum way."* 

We turn next to the question of what should be included in investment 
demand. Professor Hayek has very properly emphasized that the decision 
to replace an asset involves the same type of consideration as the decision 
to create a net addition to the stock of assets.*® At any point of time, the 
demand for equipment or intermediate products will depend on the stock 
of those goods in existence, which will itself depend on the rate at which 
equipment and inventories have been used up in the past. The construction 
of new assets will be undertaken only if it is profitable, and from the point 
of view of demand, there is no logical distinction between replacement and 
additions to equipment. Our primary concept should, therefore, be the 
demand for gross investment, including the demand for all intermediate 
products and durable equipment; and with this I think Professor Hayek 
would agree. 

For practical purposes, however, it seems desirable to take a less ex. 
treme position. For the replacement of inventories used up in producing 
what entrepreneurs regard as their normal sales is undertaken automatically, 
and is financed automatically by the proceeds from the sale of finished 
products. The decision to invest in the sense of estimating the future hardly 
arises. As a practical matter, I therefore think that the definition of gross 
investment as the value of total production of durable equipment p/ws the 
value of net additions to inventories has advantages.”° To stress the im- 
portance of the gross figure does not deny the importance of knowing 
whether, over a period of time, capital has been maintained intact or not, 
but capital consumption is essentially an ex-post concept, whereas the 
demand for investment is an ex-ante concept which should not be encum- 
bered with ex-post deductions. 

The supply of funds at any time will depend on the stock of funds 
available, that is, accumulations of idle funds in the hands of individuals 
and corporations plus the unused lending capacity in the banking system 
together with the flow of funds currently becoming available through sav- 
ing (including depreciation allowances). The rate of interest at which 
the public and the banks are prepared to lend any given part of this total 

81 think, or at any rate hope, I am in substantial agreement with Professor Knight on 
this point (op. cit., pp. 434-35); nor do I see any reason why Professor Hayek should 
dispute this conclusion. 

” Although Professor Knight says “investment is generally made with a view to pe! 
manence, /.e., permanent maintenance in some form” (op. cit., p. 635), I think he would 
agree that the question as to whether the investment was in fact maintained and the 
form in which it was maintained would involve the same type of consideration as those 
involved in new investment decisions. 


* This is the definition of Simon Kuznets, National Income and Capital Formation 
1919-1935 (New York, 1937). 
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supply will depend on the liquidity preferences of the public and the 
banking system. 

Thus at any time the interaction of the demand schedule for funds for 
gross investment (and consumption loans, stock exchange loans and other 
items which we are ignoring) and the supply schedule for funds will de- 
termine the rate of interest. I have here used the word “lending” to include 
cases where entrepreneurs lend to themselves—a procedure that is legiti- 
mate since they have the alternative of lending to someone else. 

We are now in a position to reformulate our process analysis more care- 
fully: As we have said, at time ¢ plans are made for investment at time 
} + 1. The making of these plans will include not only estimating the 
profitability of investment on the basis of data available at that time, but 
it will also include making the financial provisions for future investment, 
as determined by the interaction of the demand for and the supply of funds 
on the loan market at that time. At time ¢, according to our scheme, both 
the demand and the supply are independent of each other, each being 
determined by the general situation at time ¢ and previously. These plans 
will then determine gross investment at ¢ + 1, and this in conjunction 
with the propensity to save relation will determine national income and 
saving at ¢ + 1. This process will then determine national income, in- 
vestment and the rate of interest over time. It is worth noting, in addition, 
that if planned investment at ¢ is greater than saving at ¢, national income 
at t + 1 will be greater than at ¢, and vice versa.”* 

Our model has determined the rate of money national income at any 
point of time. Now money national income can be regarded as the aggregate 
demand for real national income, or as the sum of the demands of various 
categories of real national income. The supply of real national income de- 
pends on the technical equipment and the price policies of entrepreneurs 
and sellers of productive services. These demand and supply conditions 
will determine real national income.” 

Of course, the behavior of money income is not independent of the 
behavior of real income; for the data at time ¢ and previously, on which 


| am not suggesting that this is the only way or even the best way in which a satis- 
factory process analysis could be developed, nor has space permitted me to set out ex- 
plicitly the simplifying assumptions on which this particular model is based. I have, 
| ver, attempted a rigorous formulation of this model in an article, “Equilibrium Analysis 
rocess Analysis,” to be published in Econometrica, Jan., 1942. Although highly 
simplified, I believe this model adequately treats the essential problems of capital and 
‘This method of presentation is essentially that of Mr. Keynes, op. cit., pp. 25-26. 

lt must, however, be used with care, since it creates the impression that the aggregate 
‘emand and supply functions are independent of each other. This is, of course, not the 
se. Real income is necessarily determinate, but it is determined by the mutual interaction 

omplicated set of relationships affecting both demand and supply conditions 


ber 
the 
ent 
sion 
sion 
the 
ock 
uch 
tion 
oint 
and 
the 
liate 
ayek 
ex: 
cing 
ally, 
hed 
rdly 
the 
im- 
ing 
not, 
the 
um- 
inds 
uals 
tem 
Sav 
ich 
otal 


776 Arthur Smithies { December 


investment demand depends, include the behavior of real income. The 
degree of correspondence betwen the movements of real and money income 
will depend on the extent to which increasing costs prevail in the short- 
period, and the extent to which new investment overcomes this tendency 
to increasing cost—and this will depend both on the amount of invest- 
ment and the lag between the undertaking of investment and the emer- 
gence of the resulting final product. On empirical grounds, we can have 
little doubt that real and money income move in the same direction.” 

Having constructed our model, we can consider the first question we 
posed above: How can we abstract from money and what would be the 
implications of this abstraction?** Abstracting from money means consider- 
ing a situation where money functions merely as a measure of value; and 
the economy has no desire to change its holdings of money either for 
speculative or transactions purposes. If these conditions are realized, then, 
in terms of our model, the rate of planned investment must be equal to the 
rate of current saving, which is equal to the rate of current investment 
This implies that, provided the structure of the model does not change, 
investment and national income, expressed in money, are constant over 
time. This is, I believe, at least a necessary condition for Professor Hayek's 
equilibrium over time, for his equilibrium is determined by the equation of 
investment demand at any time with a given rate of saving,” and I cannot 
see any way of giving meaning to this construction if money income is not 
held constant. On the matter of terminology, I would prefer to describe this 
as a state of monetary equilibrium, since money income has achieved a 
constant value; and I would reserve the term equilibrium sim pliciter for a 
stationary state where real income is constant. 

Let us now examine the implications of this concept. If, without any 
policy designed to achieve it, the economy settled down to such a state 
of equilibrium, I should be prepared to agree with Professor Hayek that 
expectations were in general being realized—on the grounds that the 
economy was exhibiting no net tendency to absorb or release cash. Fur 
ther, I would agree that if such an equilibrium position were attained at a 
level of employment that was reasonably high from the social point of 
view, there would be strong arguments against disturbing it. On the other 
hand, if the economy reaches a state of equilibrium at a level of employ- 
ment that is unreasonably low, there is every reason for disturbing it, since 
we can be assured that there will be no automatic recovery. 


23 4 
See Kuznets, op. cit 


* The answer to our second question is largely implicit in the answer to the first, | 
it is hoped that Section IV will throw additional light on the usefulness of a gene 
monetary analysis 


** See chap. XX, especially pp. 281-82. 
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If our model produces, as is likely, cyclical fluctuations of money income, 
our equilibrium position will, in general, constitute the norm or the aver- 
age level of income about which those fluctuations take place and which 
will be ultimately approached if the cycles are damped. Thus the concept 
is of considerable importance for public policy. The ideal policy would 
maximize the equilibrium level of income and minimize the fluctuations. 
But this may not always be possible. An economy may, with the means at 
its disposal, be able only to achieve a higher average level of income at the 
cost of greater fluctuations; and, in order to evaluate any policy, both 
effects must be considered. 

As I said above, I believe we have only adduced a necessary condition for 
Professor Hayek’s type of equilibrium, for he postulates that all expecta- 
tions are realized. We have merely been able to say that in our equilibrium 
the behavior of money income is consistent with Professor Hayek’s postu- 
lates. However, I believe that our concept is more useful than Professor 
Hayek’s since it not only has economic significance but its relation to a 
money economy is clear. On the other hand, I know of no set of postulates 
ibout a money economy which will result in Professor Hayek’s equilibrium, 
and I think he shares my difficulty (p. 408). 

Before concluding this section, we shall reéxamine Professor Hayek's 
definition of capital or the stock of non-permanent resources, in the light 
of our analysis. It is, of course, indisputable that the fact that assets wear 
out is an important element in determining the demand for gross invest- 
ment, and if, as Professor Hayek assumes, there are no advances in techni- 
cal knowledge, it is probably of dominant importance. But I cannot agree 
that non-permanence is ¢he essential feature of capital, for consider the 
extreme case where all equipment is of infinite durability, and there is 
technical advance. Would the essential phenomena of capitalistic develop- 
ment be absent? I do not think so; new investment could continue, and the 
adoption of new techniques would require the creation of new permanent 
resources and the disuse of old ones, a phenomenon to which the abandoned 
tarms of New England bear eloquent testimony. Professor Hayek’s distinc- 
tion between permanence and non-permanence involves much the same diffi- 
culties as the distinction between depreciation and obsolescence. This defi- 
nition of capital springs from his preoccupation with circulating capital 
and relatively stationary conditions; if a more comprehensive view of the 
economy is taken, it becomes inadequate. One has either to resort to the 

orthodox” view of capital as consisting of produced means of production, 
to make a more radical departure such as that of Professor Schumpeter 


} 


and define capital in monetary terms.?* 


Op. cit., p. 122, 
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IV 


Professor Hayek’s Part IV, on the rate of interest in a money economy, 
occupies less than one-seventh of the book, and it almost gives the impres- 
sion of having been included as an afterthought. Since Professor Hayek 
has presented essentially the same theory elsewhere,”’ I shall here confine 
myself to discussing some of the questions raised with a view to showing 
the use Professor Hayek has made of the analysis of the main part of the 
book. 

In chapter XXII he assumes a position of equilibrium of the type de- 
scribed in the last section, and is concerned with the effect of an increase 
of investment demand owing to a new invention under conditions where 
monetary conditions allow money income to rise. He considers first the 
case where all resources are available at constant supply prices, and, second- 
ly, the case where supply prices are generally increasing. 

In the first case, Professor Hayek holds, in a passage with a distinct 
Keynesian flavor, that a smooth adjustment to a new equilibrium will take 
place. If, however, “the increased demand for consumers’ goods can no 
longer be satisfied at constant costs because at least some of the factors . . . 
become definitely scarce” (p. 377), the situation for Professor Hayek is 
very different, for profit margins in consumers’ goods production are held 
to increase and resources are attracted to shorter methods of production; 
and the result is less capitalistic (and less efficient) production, which will 
eventually result in a contraction in the volume of investment. The infer- 
ence is inescapable that Professor Hayek would oppose monetary policies 
which permit an increase of consumers’ demand even in conditions of deep 
depression, if consumers’ goods would only be had at increasing cost. 

In neither case, can I agree with Professor Hayek's analysis. His errors 
in the first case derive from the inadequacy of his theory of the business 
cycle. He is accustomed to explain industrial fluctuations in terms of rela- 
tive prices, and is at a loss in a situation where prices do not change. 
Fluctuations of business, as illustrated by our model, depend on changes in 
profit expectations and these can change as a result of changes in income, 
without any changes in prices. The structure of the economy may be such 
that a smooth adjustment will take place in this case, but Professor Hayek 
has no warrant for assuming that this will generally be so. 

Professor Hayek’s errors in the second case proceed, I think, from 4 
faulty use of his own equilibrium analysis. What I believe he should have 
said is this: the increase in investment demand will, ceteris paribus, in- 
crease the equilibrium level of money income, and will also increase real 
income. Our model has shown that, owing to significant lags in the system. 
a smooth adjustment to the new level of income will not in general take 


* FA. Hayek, Profits, Interest and Investment (London, 1939). 
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place; and as we have said above, fluctuations are likely to take place about 
the new equilibrium position. Professor Hayek's policy of refusing to allow 


my, money income to expand is equivalent to choking off the main effects of the 
fes- increase in investment demand in increasing real income. Of course, the 
yk new equilibrium position is not independent of the economic parameters 
“ determining monetary policy, which enter into the construction of our 
model. As I have said above, it may be preferable, considering everything, 
the to reject a monetary policy which produces wide fluctuations about a high 
level of income in favor of one which produces smaller fluctuations about 
de- a lower equilibrium level of income—if these are the only available alterna- 
times. Further, if employment is full in the Keynesian sense, it may be 
here desirable to adopt Professor Hayek’s policy. 
the Our analysis, and Professor Hayek’s, has shown that an equilibrium 
sod situation implies certain monetary conditions. Professor Hayek’s application 
' of this analysis seems to be that, if those conditions can be artificially 
= achieved, equilibrium will be attained. Our model has shown that significant 
oo lags make uncertainty of the essence of the real situation, and to try to 


| adopt an equilibrium monetary policy in a disequilibrium situation is like 
ki putting a lid on a volcano. Professor Hayek, however, evidently believes 

ie that uncertainty can and should be eliminated in this way, and he seems con- 


held 

r sistently to prefer a gloomy future which is certain to an uncertain future 
t10n; 

which is bright. 

“ The chief importance of Professor Hayek’s book, it seems to me, is that 
licie it affords a convincing demonstration of the necessity for general dynamic 
lie analysis;** and in this setting, his concept of equilibrium plays an important 

e ge a 

: and significant rdle. But to assume equilibrium to exist at the outset not 
rrors only robs the concept of much of its usefulness, but is likely to lead to seri- 
>rrors 
iness ous error. As Professor Hayek says (not of his own methods): “The result 
side. of this fashion is that economists are becoming less and less aware of the 
eat special conditions on which their arguments are based, and that many 
ting seem entirely unable to see what will happen when these conditions cease 
to exist, as sooner or later they inevitably must’’ (p. 439). 
ARTHUR SMITHIES 
University of Michigan 

~ A critic of the manuscript of this paper has gained the impression that I am proposing 

process analysis as ‘‘a substitute rather than a complement to equilibrium analysis.” This 

| have ‘S certainly not my intention. On the contrary, I think equilibrium analysis is the most power- 

tia ful instrument of analysis we have, and every effort should be made to retain it. But I 

45, in- think it can only safely be used if its relation to the dynamic process is clearly under- 

e real stood. By attempting to show how it can be fitted into a general process model, I was try- 

ais ing to rehabilitate rather than to discredit equilibrium analysis. 

ystem, 
take 
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THE EFFECT OF AMERICAN TRADE AGREEMENTS ON 
THIRD COUNTRIES: RETROSPECT 


During the decade of the 1930’s many countries, particularly those of a 
closely regulated type, directed their foreign trade largely by means of 
exchange control. By rigid licensing of imports and careful allocation of 
exchange these countries were able to control both the quantitative and 
qualitative character of their import trade. Even more significantly, they 
were able to discriminate between various possible sources of supply, re- 
ducing their imports from certain countries and expanding them from other 
countries. With the outbreak of war in September, 1939, all national econo- 
mies in Europe became more closely regulated, and exchange control was 
adopted by countries which hitherto had maintained relatively free ex- 
change. 

During this period the United States avoided exchange control and 
thereby avoided many of the discriminations that seem inherent in it. The 
Reciprocal Trade Agreements program was based on the unconditional 
most favored nation clause: any concessions which the United States ac- 
corded another country were gratuitously extended to third countries. Even 
in this program, however, the possibility of discrimination was not absent 
Three methods were used to limit the effect of the generalization of con- 
cessions. First, countries found by the President to be substantially dis- 
criminating against American trade were ‘‘blacklisted,” that is, they were 
denied the benefit of the conventional rates. Under this provision conces- 
sions were not generalized to Germany after October, 1935, and to Australia 
between May, 1936, and February, 1939. Second, concessions were made 
in accordance with the leading supplier formula; in other words, concessions 
were made only on products of which the other party to the trade agree- 
ment was particularly interested. In denying concessions to Germany the 
United States was discriminating, but this was being done in retaliation 
against discrimination on the part of Germany. The use of the leading 
supplier formula was deemed to be a requisite part of tariff bargaining 
technique. 

The United States also developed a third method of limiting the effect 
of generalization of concessions.’ In many cases application of the leading 


‘A fourth method (the adoption of the conditional interpretation of the most favored 
nation clause) was advocated by certain individuals. Extension of Reciprocal Trade Agree 
ments Act, Hearings before the Committee on Finance United States Senate, 76th Cong. 
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supplier formula was deemed to be insufficient unless new tariff classifica- 
tions were written. Both the policy of “blacklisting” and the leading sup- 
plier formula have been fully discussed elsewhere. The device of tariff 
N reclassification, however, was so severely abused in the past? that it will 
be well to examine the record of the United States in this regard. For this 
purpose, the Anglo-American trade agreement of November, 1938, has 


e of a been chosen for special attention in the present paper, since it was one of 
ins of the most comprehensive agreements concluded under the Hull program. 
ion of The analysis can conveniently be divided into two parts: (1) a considera- 
e and tion of the importance of the tariff reductions to the trade of third countries; 
- they and (2) an analysis of the manner in which tariff reclassification was used 
ly, re. to limit the amount of benefit to third countries.’ 

other 

econo- I. Imports from Third Countries Receiving Benefit 

ol was of Tariff Reductions 

ee ex: . 

The imports from third countries which received benefit of tariff reduc- 
y1 and tions made primarily for the United Kingdom can easily be determined 
t. The from American foreign trade statistics. The table on page 782 has been 
itional compiled to show the approximate value of imports in 1937 subject to 
tes ac- reduced rates of duty in the United Kingdom agreement. 

;. Even 
absent 
sess. on H. J. Res. 407, Feb.-Mar., 1940, pp. 389, 410, 435-36. The practical 

of con- lifficulties inherent in this method are great and there is no evidence to show that the 
ly dis- trade agreements organization ever seriously considered adopting it. 

were "See, ¢.g., a discussion of the German agreements of 1904-05, R. A. Farra, Les effets 
y de la clause de la nation la plus favorisée (Paris, 1910), pp. 167-73; A. von Matlekovits, 
conces- La Politique Douaniere,” Revue Economique Internationale, vol. 3, part 3, Aug., 1906, 
ustralia pp. 248-51 
> made "The choice of the Anglo-American agreement affords many advantages over most of 


ther agreements. In the agreements with the Latin-American countries, for example, 


essions often difficult to determine the country for which a given concession was made. 
agree: Several trade agreements were negotiated at the same time and identical concessions made 
on the a ch one. See Henry J. Tasca, The Reciprocal Trade Policy of the United States 
— Philadelphia, 1938), p. 139. In other cases (¢.g., gin in the Netherlands agreement) a 
aliation concession was made on an item of which a third country was the principal supplier, 
leading decause the item was a very important one in the trade between the United States and the 
saining “a ‘ contracting party. See B. B. Wallace and H. V. V. Fay, “Die jiingste Handelspolitik 
: C ser Vereinigten Staaten,” Weltwirtsch. Archiv, vol. 44, July, 1936, p. 45. Since the 
Vnited Kingdom has such an important export trade, cases of this kind are largely absent 

e effect n o e Anglo-American agreement. 


leading These statistics may be found most conveniently by referring to U. S. Tariff Com- 
: mission, Trade Agreement Between the United States and the United Kingdom, 8 vols., 


(hereafter cited as U.S.T.C., U.K. Agreement). Separate statistics are recorded for 


7 _. each sary covered by the agreement. Certain of the agreement items are not separately 

aoe a A. ‘ded in the official trade statistics. For the most important of these items the Tariff 

3 Mmmice i i i 

h Cong mmission has made estimates on the basis of special analyses of imports entering at 
tant customs districts. 
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Imports IN 1937 FROM THE Kincpom AND Countries or Commopirigs Susyecr 
To Duty ReEpDucrTIONs IN THE ANGLO-AMERICAN TRADE AGREEMENT 


1937 U.S. imports Per cent tot 
Country of items subject Total dutiable dutiable ll 
imports into 
to duty US. in 1937 subject to duty 
reductions reduction 
(1,000 dollars) | (1,000 dollars) 

United Kingdom $60 ,066 $124,848 | 47.3 
Belgium $ 6,858 $ 56,856 12.1 
Czechoslovakia 4,552 31,831 14.3 
France 4,376 50,174 8.7 
Canada 1,904 156,232 
Switzerland 1,404 24,070 5.8 
Soviet Union 1,380 10, 393 13.3 
Italy 1,112 38,551 2.9 
Netherlands and Colonies 1,052 35,718 2.9 
Japan 1,047 74,904 1.4 
Sweden 486 10,857 4.5 
Mexico 441 15,108 2.9 
Poland and Danzig 418 19,097! y 
Denmark 344 4,055 8.5 
Australia 228 26,501 9 
China 167 36,499 5 
Panama 165 3,698! 4.5 
Irish Free State 163 1,175! 13.9 
Rumania 149 3,865! 3.9 
Honduras 135 8 , 56318nd2 1.6 
Dominican Republic 114 5,832! 2.0 
Norway 107 11,318 4 
All others® 5,915 

$32,514 $1,099,758 3.0 
Total (excluding Czechoslovakia)® $27 ,965 $1,067 ,927 2.6 
Germany (inc. Austria) $ 4,912 $ 59,467 8.3 
Japan (losses by reclassification) 15,224 74,904 20.3 


Sources: U.S.T.C., U.K. Agreement, vols. II1-VIII; Stat. Abs. U.S., 1938, p. 459. 

1 Total imports (both dutiable and free). 

2 Fiscal year ended July 31, 1937. 

3 Includes imports (in order of value) from Estonia, Finland, Yugoslavia, Egypt, Spain, 
Uruguay, Latvia, Syria, Union of South Africa, Venezuela, Portugal and colonies, Haiti, 
New Zealand, Colombia, Argentina, Brazil, Iran, Guatemala, Hungary, Greece, Chile, and 


| 


Paraguay. Probably part of this figure should be distributed among countries already list d; 
i.e., data for imports of “wool grease” includes figures for United Kingdom, Germany, and 
“all other countries,” but in insufficient quantities to be recorded separately. 

‘ A figure could have been obtained for United States imports from all countries other than 
those specifically mentioned in the table and a percentage computed. Since part of the “al 
other” figure should probably have been distributed among countries already listed on the 
table, a figure for imports from countries not specifically mentioned would not be strictly coin 
parable, and a percentage figure for column three would have been meaningless. 

5 A total was calculated for imports from countries other than Czechoslovakia because ‘ic 
concessions granted by the agreement were not extended to the Sudeten areas of Czecho- 
slovakia after November 10, 1938, nor to the provinces of Bohemia, Moravia and Slovakia 
after April 22, 1939. See T.D. 49743 and T.D. 49822. 
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[t is apparent that a far larger share of imports from the United King- 
dom entered at reduced rates of duty than imports from other countries. 
It is highly significant, however, that other countries benefited substantially 
from the agreement. It should be noted that there was considerable variation 
between the percentage of dutiable imports receiving the benefit of conces- 
sions from various countries. It is not surprising that Belgium, Czechoslo- 
vakia, and France seem to have profited most, for some of the exports 
of these countries compete with British exports, and in many cases they 
are minor suppliers of items imported chiefly from the United Kingdom, 
items often chosen for concessions. It is probable that the bulk of the con- 
cessions which would have been generalized to Czechoslovakia if the agree- 
ment had been signed before the Munich agreement actually proved to be 
of little or no value to Czechoslovakia. The most highly industrialized areas 
of Czechoslovakia are the Sudeten areas, and the United States had ceased 
generalizing concessions to that area before the Anglo-American agreement 
was signed.® The figure for the Soviet Union was high because it included 
a few important commodities. American imports of “woven fabrics of 
vegetable fiber, except cotton’’ accounted for almost one-third of the total. 
The figure for Canada was especially low partly because Canada exports 
to the United States chiefly commodities on which concessions were not 
accorded in the United Kingdom agreement, and partly because on most 
important items where a generalization of concessions would have interested 
Canada particularly, an identical concession was made by the United States 
in the agreement with Canada signed on the same date.° 

Denial of concessions to Germany. Both Germany and the United King- 
dom are important industrial countries and some of their exports were com- 
petitive. It would therefore have been possible to choose for tariff reductions 
products imported into the United States from both Germany and the United 
Kingdom. If a reduction were made on an item of which Germany was 
the leading, or important, supplier, presumably Germany's competitive 
strength v7s-d-vis the United Kingdom in the American market would be 
lessened.’ 


The negotiators of the trade agreement certainly were fully aware of the 


*T.D. 49743, 
*T.D. 49752. 
he London Economist especially sought to stress this point (vol. 133, Nov. 26, 
‘938, p. 415; supplement with the same issue “British-American Trade Agreement,” 


pp. 14-16) by carefully enumerating the items subject to a concession of which Germany 
Was an important competitor of the United Kingdom. It should be noted, however, that 
‘he numerous new classifications introduced into the American tariff by the agreement 
move some of the force from the Economist's argument. As will be shown below, many 

these reclassifications were aimed primarily at low priced imports from Japan, but 
ince German exports are often somewhat more like Japanese exports than like British 
— ‘s. Germany would have been excluded from the concession even if the United States 
mad not placed Germany on the “blacklist.” 


of 
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fact that Germany would receive no benefit from the concessions made to 
the United Kingdom, but an analysis of the cases where advantage was taken 
of this fact leads one to the conclusion that it was not widely exploited. The 
table on page 782 shows that, had concessions been generalized to Germany, 
the percentage of dutiable imports from Germany receiving benefit of the 
concessions would have been approximately the same as the percentage 
actually receiving benefit in the case of France (Germany, 8.3; France, 
8.7). If the United States had made a special point of reducing the duty 
on items important in the German export trade, one would have expected 
a higher figure for Germany than for France. An analysis of the individual 
items on which concessions were denied Germany, however, reveals that 
Germany was the leading supplier of sixteen of the individual items in 1936 
and thirteen in 1937.* These cases seem to indicate that knowledge of the 
fact that concessions would not be generalized to Germany occasionally 
enabled the United States to grant concessions on items where the United 
Kingdom was second in importance as a source of supply and still make 
concessions to the most important supplier qualified to receive concessions. 
On the other hand, the cases are so few in number and concern such rela- 
tively small items that it would be dangerous to assume that the negotiators 
of the Anglo-American agreement exerted care to exploit fully the possi 
bilities offered by the denial of concessions to Germany.® 


Il. Tariff Reclassification in the Anglo-American Trade Agreement 


Tariff reclassification was an accepted part of American trade agreement 
policy.*® In the first seventeen agreements (with the exception of the agree- 
ment with Cuba) 202 new classifications were introduced into the tariff 
structure. An analysis of these new classifications, together with a compat: 
son of the United Kingdom agreement with the first seventeen agreements 
is given in the table” at the top of page 785. 

This table shows that the Anglo-American trade agreement introduced 


* None of the sixteen items where Germany was the leading supplier were particular! 
important in trade volume. In the case of Diesel engine parts (paragraph 372) impor! 
from Germany amounted to more than one-half million dollars, but, with the exception 
four other cases, the figure was always less than $100,000. 

*The denial of trade agreement concessions to Germany seems to have played a mor 
important rdle in negotiating the Czech agreement. The American Tariff League has 
calculated that on the basis of 1934 trade figures, German exports of items valued a 
over 8 million dollars entered at Hawley-Smoot rates rather than rates provided for in 
the Czech agreement. Concessions denied Germany were also significant in the French 
Swiss, Belgian, and Swedish agreements. Mo. Bull. Am. Tariff League, no. 117, August 
1938, p. 2. 

” B. B. Wallace and H. V. V. Fay, op. cit., p. 45; World Trade, vol. X, Feb., 1938, P. ? 

“Compiled from the Mo. Bull. Am. Tariff League, no. 116, July, 1938, p. 2, ane 
the Suppl., Nov.-Dec., 1938, p. 9. 
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First 17 United Kingdom 
Agreements Agreement 
Items reduced under old classification .............. 309 272 
New commodity descriptions ...............-200- 155 110 
Combination of above two .............eeceeeees 32 38 


almost as many new classifications into the American tariff as all of the 
previous agreements combined. What is perhaps even more significant is 
that the number of new value brackets, or combination of new descrip- 
tion and new value brackets, was substantially larger in this agreement 
than in all of the previous agreements combined. 

Types of tariff reclassification. Four types of tariff reclassification may 
be found in the Anglo-American trade agreement. First, new commodity 
descriptions were written. An excellent example of this is afforded by para- 
graph 923 of the 1930 tariff act. This paragraph imposes a 40 per cent ad 

lorem duty on “All manufactures, wholly or in chief value of cotton, 
not specially provided for.” A special analysis of the imports entering under 
this classification revealed twenty distinct commodities. Although Japan is 
the principal supplier of the items in this paragraph as a whole it was 
found that the United Kingdom was the leading supplier of seven of the 
twenty individual commodities. The duty on five of these seven was reduced 
by the trade agreement by naming the commodities: terry woven towels, 
badminton nets, fishing nets, etc.’* 

The second type of reclassification consisted of writing new value brack- 
ets into the tariff schedules, and this was often combined with a new com- 
modity description. A simple example of a combination of the two methods 
is found in the reduction accorded under the first paragraph of the tariff 
act. The Hawley-Smoot act reads: “All other acids . . . , not specially pro- 

ided for.” The trade agreement reduced the duty on “‘stearic acid, valued 
at more than 8 cents per pound.” The unit value of United States imports 
steatic acid from various countries was as follows:"* 


Source of United Value of Imports Average Unit Value 
States Imports 1937 (000) (cents per pound) 


LS.T.C,, U.K. Agreement, vol. VII, schedule 9, pp. 97-99. For another example, 
l. VIII, schedule 15, p. 38. 
'4., Vol. II, schedule 1, pp. 2-4. 
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The result of this reclassification was to make the concession apply chiefly 
to imports from the United Kingdom and the Netherlands, for these two 
countries were the only countries which exported stearic acid to the United 
States having an average unit value of more than 8 cents per pound." 

The third method of reclassification consisted of making the reduction 
in duty apply to one season of the year only. For example, a concession 
was made on pickled or salted herrings ‘‘when imported and entered for 
consumption during the period from December 15 to the following Januar 
31, inclusive, in any years; or if valued at 6 cents or more per pound.” The 
United Kingdom was the only important source of imports having a value 
of more than 6 cents per pound, but a reclassification based on value alone 
would have excluded Newfoundland from the benefits of the concession 
For this reason the seasonal concession was added, thus extending the con- 
cession to Newfoundland, but the season was chosen so as to exclude all but 
a negligible portion of imports from all other countries from the benefits 
of the concession.?® 

A fourth method of limiting the applicability of a concession is not a 
reclassification of the tariff in the usual sense of the word, but it should 
be considered here because its effect is the same. The method consisted 
simply of retaining the old description of the commodity but of changing 
the form of duty levied from an ad valorem rate to a specific rate, or to 


compound specific-ad valorem rate. An example will make this method 


clear. Paragraph 1506 of the tariff act of 1930 placed an ad valorem duty 
of 40 per cent on imports of hair pencils. The trade agreement with the 
United Kingdom changed this rate to a specific rate of two cents each 
with the provision that in no event should the duty charged be less than 
20 per cent nor more than 40 per cent ad valorem. It is easy to demonstrate 
that, in effect, this change limited the application of the concession to im- 


rts 


ports from the United Kingdom. The following table shows the impo 


“New commodity descriptions were sometimes written so that they constituted in 
reality a value reclassification. Paragraph 339 of the tariff act of 1930 imposed a 50 per 
cent ad valorem duty on “Table, household, kitchen, and hospital utensils, and hollow or 
flat ware . . . plated with silver.” The trade agreement makes a concession on these items 
provided they are ‘Plated with silver on nickel silver or copper.” It was found thet 
imports from Japan had a low unit value because the silver was plated on cheap antimoni 
lead base, but instead of writing a new value bracket the concession was confined tt 
silver plated on an expensive base. Ibid., vol. IV, schedule 3, pp. 32-33. For anothe: 


is no indication of the extent to which individual imports may have deviated fro 
average. Unless the average was substantially different from the limit to which the 
concession applied, it is probable that the concession was effective upon certain indivicus 
imports. Thus certain individual imports from Belgium, and possibly even Japan, ™# 
have qualified for the concession. 

* Ibid., vol. VI, schedule 7, pp. 25-34. 
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example, see vol. V, schedule 14, pp. 22-25. 
It should be noted that the figure given for the unit value is an average, and ther 
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of hair pencils from the various sources of supply, together with the average 
unit value of these imports 


Average Ad Valorem Equivalent 
Country of U.S. Imports Unit Value of 2 Cent Specific Duty 
Origin 1936 1937 1936 1937 1936 1937 


Germany ......$135,645 $183,358 $0.016 $0.020 125% 100% 
fapan ....---- 55,056 69,285 002 002 
United Kingdom 38,927 44,423 135 .147 
21,010 050 041 
lI of! 6,392 016 019 

The first obvious fact presented by this table is that the United Kingdom 
was not the leading supplier of hair pencils; imports from both Germany 
and Japan during 1936 and 1937 were much larger than imports from the 
United Kingdom. The table also shows that the unit value of hair pencils 
imported from the United Kingdom was much higher than the unit value 
from the other sources of supply. The trade agreement could have made a 
reduction on all hair pencils valued at 12 cents or more each, and the con- 
cession would have applied only to imports from the United Kingdom. 
By changing the duty from ad valorem to specific the effect is precisely the 
same. The ad valorem equivalent of the new specific duty varies from 14 
per cent in the case of imports from the United Kingdom (1937 figures) 
to 1,000 per cent for imports from Japan. Actually, of course, neither of 
these two rates will apply. The concession carries the provision that the new 
duty shall not exceed 40 per cent and shall not be less than 20 per cent.’” 
Consequently, imports from all countries other than the United Kingdom 
are subject to the usual 40 per cent ad valorem rate, and imports from the 
United Kingdom are dutiable at 20 per cent. 

Economic Effects of Tariff Reclassification. From the viewpoint of Ameri- 
can commercial policy the chief point of interest in tariff reclassification is 
that it may lead to the development of a tariff which discriminates in favor 
of certain sources of supply as against other sources. Such a development, 
of course, is antithetical to the trade agreement objective of promoting the 
principle of equality of treatment. Two economic effects of tariff reclassifi- 
cation, however, should also be noted. 

In the first place, it is apparent that tariff reclassification may work 
against comparative advantage. If competitive commodities are not arbi- 
trarily differentiated the principle of comparative advantage is retained as 
between foreign sources of supply; reduced tariffs mean that goods will 


Compiled from data in U.S.T.C., U.K. Agreement, vol. VIII, schedule 15, pp. 30-32. 
The 20 per cent limit was imposed because of the legal provision that a trade agree- 

ty not reduce an existing rate by more than 50 per cent. The law permits a trade 

ent to raise an existing rate by 50 per cent; hence the upper limit could have been 

ent rather than 40 per cent. The trade agreements organization, however, has 
calously guarded the principle that trade agreements shall lower, not raise, trade barriers. 
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flow more freely. Value reclassification may sometimes be defended on 
these grounds for, if the tariff is reduced on a high priced commodity that 
is not competitive with a low priced commodity (not profiting by the re. 
duction), it should be easier for the United States to import the high priced 
commodity, and sales of the low priced commodity should not suffer. It 
should not be forgotten, however, that the unit price of identical products 
may be lower in (for example) Japan than in the United Kingdom because 
of lower costs of production in Japan than in Britain. A lower rate of duty 
on the British product than on the Japanese product will tend to stimulate 
imports from the less efficient producer. 

In the second place, levying a higher rate of duty on low priced goods 
than on high priced goods constitutes a form of taxation that is regressive 
on incomes, in so far as the low priced goods are purchased by people hav- 
ing low incomes. This effect will obtain even in the cases in which the 
tariff is reclassified on commodities that are largely non-competitive. For 
example, though there is probably but a negligible amount of competition 
between a hair pencil valued at two-tenths of one cent and one valued at 
15 cents, a tariff reduction on the latter class of hair pencil and not on the 
former will result in a smaller percentage tax on the expensive product 
than on the cheap product. 


III. Tariff Reclassification and the Policy of Equality of Treatment 


Tariff Reclassification and Japanese Imports. The American trade agree- 
ments organization took pride in the contention that American trade agree 
ments, though bilateral, benefited world trade as a whole. An examination 
of the individual items reclassified by the Anglo-American agreement, how- 
ever, makes it clear that the negotiators of the agreement were anxious that 
Japan should not benefit substantially from the tariff reductions. The table 
on page 782 indicates that American imports from Japan of products sub 
ject to duty reductions were approximately one million dollars. Had Ameti- 
can concessions been made under the old classifications, however, imports 
from Japan amounting to more than 15 million dollars would have been 
admitted at reduced rates of duty." 

The reasons for the extreme care taken to insure that Japan receive but 
an absolute minimum of benefit from the concessions made in the trade 


nes 


The Tariff Commission prepared a table for the Ways and Means Committee hearing 
(1940) to show the list of commodities from Japan entering at rates of duty reduced } 
the United Kingdom, second Canadian, Turkish and Venezuelan agreements. On the bas 
of figures covering the first 11 months of 1939 the total is $1,263,000. Extension 
Reciprocal Trade Agreements Act, Hearings before the Committee on Ways and M = 
House of Representatives, 76th Cong., 3rd sess., on H. J. Res. 407, vol. 1, pp. 631-2 
Tariff Commissioner Fox testified: “I do not know of any country that has received as little 
direct benefit from the trade agreements as Japan. Not more than 3 per cent of our impor's 
from Japan have received the benefit of concessions granted in the trade agreements 


Ibid., p. 629. 
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agreement are not difficult to find. There was little objection in the United 
States to generalizing concessions to small countries such as Switzerland, 
Sweden, or Finland, whose exports to the United States were relatively 
small, and toward whom there was a general friendly feeling in the United 
States. Serious objections, however, arose when concessions were general- 
ized to countries whose exports to the United States were large and in- 
creasing. The pauper labor argument for tariffs sounds so effective in the 
case of countries like Japan that the trade agreements organization was 
forced to proceed with extreme caution. A reading of the hearings on the 
Anglo-American agreement will convince one of the reality of the fear in 
the minds of American business men that Japan rather than the United 
Kingdom would receive the main benefit from duty reductions.’® Many of 
the criticisms of the agreement made in Congress were based on the same 
argument.*° In view of the extreme care that was taken, American officials 
must have found it somewhat disconcerting when business interests insisted 
that Japan received most of the benefits from the Anglo-American trade 
agreement.** 


nmittee for Reciprocity Information, Hearings, U.K. Agreement. The following 
y be noted: vol. 1, pp. 20, 155; vol. 2, pp. 254-58; Div. I, vol. 2, p. 319; vol. 4, 
28, 699; vol. 5, pp. 702, 723-27; Div. II, vol. 1, pp. 78-80; vol. 3, p. 254; 
p. 541; Div. III, vol. 3, p. 276, p. 350; vol. 5, p. 465; Div. IV, vol. 1, p. 92; 

pp. 167, 173, 244; vol. 4, p. 489—a total of 20 separate cases. 
ngressional Record, vol. 83, 75th Cong., 3rd sess., Jan. 14, 1938, p. 540; sbid., 
1938, p. 1919. The Administration referred to reclassification to bolster the trade 
greements program at the hearings when the Act was presented for renewal in 1940. Tariff 
Commissioner Fox stated: “. . . you would be surprised to find how many instances there 
n of reclassifications in order to limit the benefit of the concession to the particular 
intry to which the concession had been granted.”” Extension Hearings, House, 1940, vol. 1, 
p. 634. See also Committee for Reciprocity Information, Hearings, U.K. Agreement, Div. I, 

Extension Hearings, House, 1940, vol. 2, p. 1847. When faced with concrete evidence 
in the form of trade figures, these opponents sometimes took refuge in the argument that 
Japan will benefit after the Chinese War. It would be a mistake to assume, however, that 

ear of cheap Japanese imports was confined to the American side. British business 

ere just as afraid of Japanese competition, not only in the home market, but in 

n markets as well. A major problem facing the British economy in recent years has 

lecline of cotton textile exports, a decline which has been attributed partly to 

mpetition, The most important reclassification in the agreement was the one 

1 the countable cotton cloth schedules, for it means that imports of cotton cloth 

n Japan valued at nearly 514 million dollars will enter at pre-agreement tariff rates. 

American cotton cloth imports from Britain are largely expensive, finely woven textiles, 

imports from Japan are the coarse cheaper grades. The trade agreement reduced 

the expensive, high thread counts only. U.S.T.C., U.K. Agreement, vol. VII, 

9, pp. 13-30. In order to improve the British competitive position vis-a-vis Japan 

1 the American market the United Kingdom was undoubtedly interested in insuring that 

> Japanese exports would not benefit from the trade agreement. During the nego- 

the Anglo-American agreement Sir Louis Smith spoke in the House of Commons 

d desirability of so framing the treaty that Japan will not be able under the Most- 

‘Nation Clause to take advantage of all the concessions. . . .” Great Britain, 
of Ce mmons Debates, vol. 337, June 28, 1938, col. 1689. 
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It has been contended that even if tariff reclassification limited the cop- 
cession to Britain the possibility still remained that Japan could change its 
methods of production so as to produce a commodity on which a concession 
was granted.*? Japan never can produce Cornwall stone,** but may be able 
to produce countable cotton cloth of the proper quality and price to be 
eligible for the concession. Numerous difficulties lie in the way, however, 
In the first place, assuming that it would be feasible from a technical stand- 
point, Japan had no assurance that the withdrawal clause of the agreement 
will not be invoked. Article 19 of the agreement provided that if a third 
country received the major benefit of a concession, “and if in consequence 
imports of the article concerned increase to such an extent as to threaten 
serious injury’ to domestic producers, either contracting party was free to 
withdraw the concession after consulting the other party. The fact that 
the United States had seldom invoked the clause would be inadequate as- 
surance to a Japanese entrepreneur that it would not be invoked in his 
particular case. In the second place, the fact that Japan can produce a low 
priced article at a comparative advantage does not prove that Japan would 
have the same comparative advantage in the production of a high priced 
article. The United States is a relatively unimportant market for certain 
Japanese exports, the greater part of which go to other countries, particu- 
larly the Far East where their low price is a major attraction. It may not 
have been practical for a Japanese producer to invest in the new equipment 
necessary to produce a line of goods which could only be sold in the Ameri- 
can market. 

Although Japan would have gained more from the Anglo-American 
trade agreement had the duty reductions applied to the former tariff classi- 
fications, it must not be forgotten that Japan gained far more from the 
agreement than Germany. Even with the extreme care with which conces- 
sions were phrased, they applied to Japanese exports to the United States 
valued at more than one million dollars in 1937. It is probably true that these 
concessions were made because the United Kingdom desired them, not 
fearing Japanese competition on these items, and because the United States 
was unable to develop a satisfactory classification which would have ex- 
cluded Japan from their benefits. The fact remains that, however patsi- 
monious the trade agreement may appear with respect to Japan, Japan will 
receive little benefit to overbalance the losses it received through the new 
discriminatory classifications; Germany, on the other hand, was denied the 
last crumb. 

Does Reclassification Constitute Discrimination? The problem of how 
far tariff specialization in commercial treaties may go and still remain withir 


* Extension Hearings, Senate, 1940, p. 333. 
Infra, p. 792. 
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the bounds of adherence to the principle of equality of treatment is exceed- 
ingly complex and has been the subject of detailed dispute and comment.** 
Two statements of the United States Tariff Commission should be noted. 
In 1919 it stated: 

"It is possible by the use of minute descriptions . . . to limit the applicability 
of a reduction in rate to the commodities of the country with which a particular 


tariff bargain is made. In this manner similar but not identical products of other 
intries are excluded, and real discrimination established.’’25 


The following quotation is taken from a more recent study (1937): 


Occasionally, commercial agreements have clearly evaded the most-favored- 
aation obligations by highly artificial definitions of commodities obviously in- 
tended to prevent any but the products of the other contracting party from answer- 
ing the description.”’?¢ 

Accepting the validity of these statements, it is possible to find several 
cases in the Anglo-American agreement where reclassification of tariff 
items introduced discrimination. For example, in paragraph 718 of the 
tariff act of 1930 a duty of 25 per cent ad valorem was levied on canned 
herrings or sardines. Norway was the leading supplier, the source of about 
83 per cent of American imports. Under the trade agreement the duty was 
reduced to 15 per cent if these items were ‘‘packed in immediate containers 
weighing with their contents more than 1 pound each.”” The Tariff Commis- 
sion stated: “The bulk of imports of the canned . . . fish from Norway is 
packed in small tins holding less than 8 ounces of fish, chiefly 4-ounce tins, 
whereas the bulk of imports from the United Kingdom is packed in tins 
holding 14 ounces or more.”*? According to the 1919 statement of the 
Tariff Commission real discrimination is established where “similar, but 
not identical products of other countries are excluded.” In the reclassifica- 
tion just cited the only difference between the products granted a reduction 
in duty and those subjected to the old rate is a difference in the size of the 
can in which they are packed. It would seem to be a fair conclusion that this 
reclassification established real discrimination. 

[f the statement made in 1937 is taken as a criterion, discrimination 
results when “definitions of commodities obviously intended to prevent any 
but the products of the other contracting party from answering the de- 

ription”’ are resorted to. The trade agreement reclassified paragraph 214 

' the 1930 act (“earthy or mineral substances wholly or partially manu- 


cc, ¢.g., Farra, op. cit.; League of Nations, Economic Committee, Equality of Treat- 
ment in the Present State of International Commercial Relations: The Most-Favoured-Nation 


p ) 


__U. S. Tariff Commission, Reciprocity and Commercial Treaties, p. 510. 
V. S. Tariff Commission, Extent of Equcl Tariff Treatment in Foreign Countries, 
rt no. 119, p, 16. 

S.T.C., U.K. Agreement, vol. VI, schedule 7, pp. 15-18. 
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factured”) so that a concession could be made on “ground Cornwall 
stone.”’** Had a concession been granted on “‘stone of a type quarried in 
England,” the intention to limit the value of the concession to the United 
Kingdom could have been no more obvious. 

The Anglo-American trade agreement introduced 196 new tariff classi- 
fications into the American tariff schedule.?® This fact alone, however, does 
not indicate the amount of actual discrimination. Few would quarrel with 
the reclassification of miscellaneous cotton manufactures. The duty was 
reduced in this case, for example, on ladder tapes for Venetian blinds, but 
was not reduced on imitation leather sweat bands (both of which were 
included in the old basket clause). Competition between these two items is, 
for all practical purposes, nonexistent.*° Even in the case of value reclassi- 
fication the excluded commodity may offer very little competition with the 
one accorded a reduced rate. For example, there is probably very little 
competition between a hair pencil valued at two-tenths of a cent and one 
valued at 15 cents. Purchasers of the cheap variety could hardly be expected 
to buy the more expensive kind simply because the duty was reduced 50 
per cent. The important cases are the marginal ones—where a reduction in 
duty is the decisive factor in determining consumer choice.** Unfortunately, 
since it is difficult to tell in advance the shape of the consumer’s demand 


* [bid., vol. Ul, schedule 2, p. 60. Unmanufactured Cornwall stone was bound on t! 
free list by the agreement. 

* The present paper has considered only the new discriminatory classifications introduced 
by trade agreements. Where the classification of the tariff act of 1930 was discriminatory 
trade agreement may increase the amount of discrimination. For example, the first Canadian 
agreement contains a concession on “maple (except Japanese maple)”—reducing the duty 
from 8 to 4 per cent ad valorem. Executive Agreement Series, no. 91, p. 19. This concession 
has all of the earmarks of a reclassification of the type found in the Anglo-American trade 
agreement, except, perhaps, that it is considerably less subtle. Actually, it is not a reclassif 
cation of the tariff at all, but a verbatim copy of the 1930 act. This act had already subjectec 
Japanese maple to a duty of 15 per cent—more than twice that charged other maple 

* Some economists would argue that every commodity is competitive with every other 
commodity—that if the price of leather falls relative to the price of cloth people wil! by 
relatively fewer shoes and more suits. Accepting this argument, the only way to establis! 
complete equality would be to levy a uniform ad valorem duty on the f.o.b. value of al 
imports, or, better still, to adopt complete free trade. 

"This may be stated in terms of elasticity of demand. If the elasticity of deman 
exceeds unity, the reduction in price caused by a decrease in the duty will mean that the 
total outlay of American consumers for the commodity will be increased. The corollary 
this statement is that the total outlay for other goods must be decreased to a like ext 
(neglecting the possibility of smaller savings). It is probable that consumers would din 
their purchases of lower priced commodities similar to the one on which they increased their 
purchases because of the reduction in duty. In most cases there is reason to believe that the 
elasticity of demand for the high priced commodities on which concessions were made 15 
less than unity, and consequently the effect of the duty reduction on the purchase of simula! 
commodities not subject to a concession is limited. An additional fact to be remembered ! 
that this discussion has assumed that a reduction in duty would be reflected by a reduction 
in retail price. In the case where the elasticity of demand exceeds unity, this assumptior 
was doubtless justified; indeed, if in addition the commodity were produced under cone 
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. it is impossible to estimate the exact amount of discrimination in- 


IV. Conclusion 


The extended discussion of the tariff reclassification as a method of 
limiting the value of trade agreement concessions to third countries should 

t obscure the important fact that imports from third countries valued at 
approximately 30 million dollars in 1937 would have entered the United 
States at reduced rates of duty had the Anglo-American trade agreement 
then been in effect. On this large volume of imports the United States ac- 
corded treatment to every other nation of the world (except Germany) 
identical to that accorded imports from the United Kingdom. There is a 
vast difference between the value of the Anglo-American trade agreement 
to third countries and the value of the trade agreements concluded by the 
great majority of other nations.*? When the Anglo-American agreement is 
compared with the agreements concluded by closely regulated economies 
such as the German, the difference is still more striking. Far from aiming 
to paralyze the trade of third countries, American trade agreements aimed 
at a liberalization of trade. 

A mixture of political and economic motives were undoubtedly respon- 
sible for the few discriminations introduced into American trade agreements 
policy. Though the denial of concessions to Germany was partly prompted 
by German discrimination against the United States, it undoubtedly had a 
political significance as great as its economic. Likewise, though tariff special- 
ization which discriminated against Japanese imports was certainly prompted 
by the fears of Japanese competition on the part of American protectionists, 
t can scarcely be a mere coincidence with the deterioration of Japanese- 
American political relations. These two factors should be carefully con- 
sidered before the trade agreements program is abandoned in favor of 
highly regulated trade controls. Machinery has already been devised and 
used which make the trade agreements an aggressive instrument of policy. 

CARL KREIDER 


Coshen College 


reasing costs, the reduction in retail prices would likely exceed the reduction 
On the other hand, if elasticity of demand is less than unity it is possible that 
benefit of the duty reductions would be absorbed by the manufacturer or by 


1 C. Snyder, ‘The Most Favored Nation Clause and Recent Trade Practices,” 
vol. 55, Mar., 1940, p. 91. 
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PRICE DISCRIMINATION IN DECREASING COST INDUSTRIES 


In recent years the theoretical problem of determining the plant size 
most desirable from the viewpoint of society has received considerable 
attention from Mr. Durbin, Mr. Lerner, Professor Viner and others.’ Ip 
general it has been argued that the most desirable plant is one in which 
both long- and short-run marginal costs are equal to demand price even jf 
under such conditions average revenue is less than average cost. More 
recently Professor Montgomery has tied these arguments to certain doctrines 
of Marshall and Pigou to advocate subsidizing utilities, railways and 
perhaps some other decreasing cost industries to extend output to the 
point where marginal cost is equal to price.? Professor Montgomery's argu- 
ments are used as a framework for this article. 

The thesis advanced by these writers is of great theoretical and practical 
importance. The close relationship existing between it and the principle 
of price discrimination has, however, generally been overlooked. In the 
railway and utility industries, particularly considered by Professor Mont- 
gomery, the desired objective is actually obtained in practice by the much 
deprecated discriminatory pricing system. Section I of this article considers 
Professor Montgomery's argument in connection with price discrimination 
and is in some respects a criticism of his position. The same writer further 
argues that not only should the output of the existing plant be increased 
but that the plant capacity itself should be increased even at a loss to the 
industry. The argument is not quite clear on this point and it is believed 
that the stated rule is erroneous. It is also believed that the two cases thus 
presented are substantially similar. Section II takes up these points. Some 
of the implications of price discrimination are considered in Section III 


I 


Perfect competition® assumes a situation where the demand curve for the 
industry lies to the right of, and above, the optimum capacity of any singl 


*A. P. Lerner, “Statics and Dynamics in Socialist Economics,” Econ. Jour., vol 
June, 1937, p. 253; E. F. M. Durbin, “Economic Calculus in a Planned Economy,” £ 
Jour., vol. 46, Dec., 1936, p. 676; J. Viner, “Cost Surves and Supply Curves,” Zeitschr 
fiir National-dkonomie, Sept., 1931, p. 23. Cf. also Harold Hotelling, “The Gece W 
fare in Relation to Problems of Taxation and of Railway and Utility Rates,” Econometri 
vol. 6, July, 1938, p. 242. 

H. Montgomery, ‘ Goverament Ownership and Operation of Railroads,” Annas 
the Am, Academy of Pol. and Soc. Sci., vol. 201, Jan., 1938, p. 137. The same argumen 
advanced by Professor C. W. Thompson and Wendell R. Smith in their recent text, Ps 
Utility Economics (McGraw- Hill, 1941), pp. 271-73. 

* “Perfect” competition in the terminology of Joan Robinson, “atomistic” competi 
in the terminology of Professor Viner, ‘pure’ competition according to Profess 
Chamberlin. 
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firm. Theoretically the demand can only be supplied by a large number 


of firms. There remain, however, a large number of industries where the 


jemand curve lies below and to the left of the point of optimum capacity 
f the plant of most efficient size. Such industries are decreasing cost 

stries and have been characterized by an evolutionary trend to monopoly 
a some form or degree. It is to these industries, of which the railroads and 
utilities are the most important examples, that Professor Montgomery 
directs his attention. 

Professor Montgomery presents his argument by means of assumed 
costs and revenues for the railroad industry. Certain of his significant figures 
are presented in Table I (p. 796) upon which Figure 1 (p. 797) is based‘ 

It is assumed in the argument that the railroad industry operates at 
Point P where, under regulation, the demand price of two cents is just 
equal to the average cost of production. The railroad will operate at a loss 
beyond this output of 50,000,000 units but there will be incremental gains 

onsumers’ surplus through the reduction in rates which will more than 
mpensate society for the loss to the railroad.* As output is increased the 
remental gain to shippers will be greater than the incremental loss to the 
until that output is reached at which marginal cost is equal to 

This is at an output of 100,000,000 units, which is to be sold at a 

P’ or one cent. Here the social gain is maximized. The average cost is 
ents, but society could afford to subsidize the industry to the amount 
loss to gain the advantage of the increased output and reduced rates. 
example given, consumers’ gains incident to a reduction in the price 

m two cents to one cent would amount to $645,627, the loss to the rail- 

$417,000 and the net social gain, 7.e., the excess of consumers’ gains 

industry’s loss, to $228,627. This amount represents the social 

of producing beyond the point where average costs are equal to 

| price. A somewhat similar argument by Mr. Lerner is premised 
ocialistic economy where all such losses are borne by society.’ 


Ui 


the solid lines in Figure 1 apply to Professor Montgomery’s argument. 

he purpose of his argument Professor Montgomery accepted the validity of the 
surplus concept. Some of the controversial aspects are avoided by limiting its 
to the savings to consuming shippers incident to a relatively small reduction 

He says, op. cit., n. 14, “these gains are not some sort of intangible, subjective, 

tare advantage. They are practical business, dollars-and-cents savings. In the first 
y would accrue to shippers. Ultimately they would be passed on to consumers.” 
me qualifications to be considered later, the writer is willing to accept this use 


ncept 


general proof of the argument than that presented by Professor Montgomery 


ial gain is equal to consumers’ surplus plus the industry's excess profits (or 
trys losses). Consumers’ surplus is equal to the area under the demand curve 
area xy, where x and y are the codrdinates of any point on the demand curve. 
try's loss or profit is equal to the total revenue (R) minus total cost (C). Ex- 
thematically: 
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TaBLe I—AssumepD Costs AND DEMAND FOR SERVICE 


Total | Average | Marginal | Demand | 
Cost Cost Cost Price | Surplus! 


Loss to 
Consumer Gain to 
the the Com- 


Railway | munity 


| 
Millions | | ee 


| 


.0000 | 0.667 2.0000 
| 0.700 1.6666 
6357 0.750 1.4285 


50 2 
1 
1 
1.5337 0.820 1.2500 | 
1 
1 
1 


60 
70 


.4633 | 0.900 | 1.1111 | 545,627 
4170 | 1.000 | 1.0000 | 645,627 
3882 | 1.100 | 0.9090 | 736,537 | : 


1 Consumers’ surplus compared with a two-cent price. 


Professor Montgomery’s argument, thus briefly summarized, assumes 
that the railroad charges but one price. Similar arguments by others are 
likewise based on a one-price system. However, it can be shown that the 
same end, namely, the extension of output to the point where price is 
equal to marginal cost, is actually and profitably achieved by the railroad and 
utility industries by a system of price discrimination. Effective regulation 
directed to an entire price schedule rather than to a single price can reclaim 


whatever abnormal profits might arise. 

These industries habitually increase their output beyond the point at 
which average cost is equal to demand price so long as the marginal cost 
is less than the marginal revenue obtainable through discriminatory rates 
applied to incremental output. In this case the railroad or utility would be 
able to dispose of 60 million units by selling an incremental block of 1' 
million units at a demand price of 1.6666 cents and an incremental cost 
of .7000 cent. It could sell a second block of 10 million units at 1.4385 
cents and a marginal cost of .750 cent, and so on. The industry would 
increase its output to the point where incremental revenue is equal t 


Net social gain = A — xy + (R — C) 

Since total revenue (R) is equal to xy 

Net social gain is equal to A — C 

The net social gain is maximized when the derivative is equal to zero. 
dA dC dA dC 

— — — = Oor when — = — 


dx dx dx dx 
dA 


But the derivative of the area under a curve, —— is equal to y which is price, and — 
dx 


is marginal cost. 
Hence the net social gain is maximized when price equals marginal cost. 
* Op. cit. 


796 
} 
/ No. of | 
| 
| 166,667 | 70,000 | 96,667 
309,517 | 145,000 | 164,517 
434 517 | 227,000 | 207,517 
17,000 | 228 627 
1 17,000 | 228,627 
| | 27,000 | 209,537 
| 
| 
| 
| 
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Figure 1 


incremental cost, that is, in the example, to an output of 100 million units. 
The excess profits arising out of the sale of five such blocks of incremental 
utput would amount to $228,627, an amount exactly equal to the com- 
munity benefits claimed for Professor Montgomery's system. In the absence 
of regulation such benefits would accrue to the industry rather than to the 

nsumer. The costs and revenues under such a system are illustrated in 
lable II (p. 798). 

The industry might increase its profits still further if discrimination 
were also practiced in ranges of output taken at prices higher than two 
ents. If discrimination only takes place at less than two cents, no customer 
need pay more than he would if the industry operated without loss and 
harged but a single price.* 

The dashed lines in Figure 1 illustrate the writer’s argument. Marginal 
revenue under a discriminatory pricing system is sepresented by the broken 
ne MR’. As price discrimination becomes more nearly perfect the marginal 
revenue curve approaches the demand curve. The average revenue curve 

es not coincide with the demand curve but lies above it. Thus an 
for which the average cost curve lies continuously above the 


Robinson's statement to the contrary assumes an unregulated monopoly. Even if 
ly were unregulated there would be no increase in the price to any consumer 

mand curve up to an output of 50 million units was that of a single customer 

hin which differentiation was impossible. Cf. Economics of Imperfect Competition 
Macmillan, 1936), pp. 204-06. 
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Tas_e IJ]—Assumep Costs AND REVENUES UNDER DiscrIMINATORY RATEs 


| Demand Price | 
Number /|(Marginal Rev- | Average Total Total 
of Units enue under | Revenue | Revenue 
Discrimination) 


xcess Profits 
of the 


Industry 


Millions | $ 


60 1, 166, 667 96, 667 
70 1,309,517 * 164,517 
80 1,434,517 207 , 517 
90 1. 1,545,627 228 , 627 
100 1,645,627 | 228, 627 
110s 1,736,527 | 1,5 | 209,537 


demand curve might operate profitably by means of price discrimination 
It is conceivable that such a situation exists in the railroad industry. 

Needless to say, it is the average revenue arising from price discrimination 
which is equated to average cost under effective regulation rather than the 
revenue arising from a single price as assumed by Professor Montgomery 

In the example used the excess profits of $228,627 can be reclaimed and 
distributed back to consumers by means of new price schedules which do 
not exact the full value of service. The exact beneficiaries of these reduc- 
tions will depend upon the size of the isolated customer groups into which 
the market is broken up and the price applied to each group. It is apparent 
that such group-price arrangements will depend upon the judgment of the 
regulatory authority. Any of a multitude of price schedules would reduce 
AR’ to equality with AC. 


II 


Carrying his argument further, Professor Montgomery makes a second 
significant point. He points out that, contrary to the general interpretation 
of Marshall’s argument, the existing plant should be extended even if it 
is operating at a point where marginal cost is equal to demand price 
Extension should take place ‘‘as long as the output which would be taken 
at incremental cost can be produced at lower average cost.’’® Although the 
statement is a little ambiguous, Professor Montgomery seems to have fallen 
into the same error that perennially traps other economists dealing with 
the same problem. Under decreasing cost conditions the extension of the 
plant should not be continued to the point of lowest average cost, as the 
rule apparently implies, but should be halted while still in the region o 
decreasing cost in order to maximize the social gain. 

This part of the argument is not fully developed by Professor Mo 
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Op. cit., p. 143. 
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OUTPUT 
Figure 2 


yomery. It is best illustrated by Figure 2 which is taken from Mr. Lerner."° 


called “planning” or long-period average cost curve, AC, is drawn 


tangent to the average cost curves of plants of all possible sizes. This 


irve represents the lowest average cost at which each output could be 


produced by any plant. The long-period marginal cost curve, MC, can be 


1 from the AC curve. This curve represents the marginal cost of 


xpanding the plant. The intersection of the MC curve and the demand 
rve determines the output most desirable for society and the specific 
AC,, which can produce that output at the lowest average cost. This 

t will operate at an output Q, an output at which the AC and AC, 
irves are tangent. It is apparent that this plant will not operate at its point 


t lowest average cost, that is the point where AC, intersects MC,". Nor 


It 


it the plant which would produce at the lowest average cost of any plant. 
merely produces that specific output at the lowest possible average cost. 
s also apparent that, since the planning curve, AC, and the short- 
| average cost curve, AC,, are tangent to each other at this output, the 


tessor Viner, in perhaps the first and leading article on the subject, originally 
it the tangential planning curve would pass through the optimum or point of 
age cost of the most desirable plant, and hence that this plant should be oper- 
t output. Op. cit., p. 36, n. 2. Mr. Lerner and others have pointed out that this 
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long- and short-run marginal costs are equal. Hence MC and MC, intersect 
at this output. This arises from the fact that if either the marginal cost of 
increasing the output of the existing plant (short-period marginal cost, 
MC,) or the marginal cost of expanding the plant (long-period marginal 
cost, MC) is less than the demand price, output should be increased. To 
restate the rule, output should be increased until both long- and short-run 
marginal costs are equal to demand price. The apparent necessity of dis- 
tinguishing the two cases arises from the failure to recognize the essential 
similarity of marginal costs incident to capital expenditures and those 
incident to day-by-day operations. Both types of costs are marginal costs and 
indistinguishable as such if they still have to be incurred to produce a 
given incremental output.’ 

Since the marginal cost of increasing the output of the existing plant is 
essentially similar to the marginal cost of extending plant capacity, the 
reasoning applicable to the first case (discussed in Section I) is equally 
applicable to the second case discussed above. The output most desirable 
from the social viewpoint is that at which marginal cost, universally defined, 
is equal to demand price. If at this point average revenue is less than 
average cost, as it always will be under decreasing cost conditions, a 
subsidy would be theoretically desirable. But once again it is true that if 
price discrimination is possible there is no need of subsidizing the industry 
The industry itself will increase its capacity until marginal capital costs are 
just equal to the marginal revenue obtained under price discrimination 
The excess revenue -arising from such discrimination may be reclaimed 
by regulation. 


Ill 


From the standpoint of public policy it is mot necessary to accept the 
validity of consumers’ surplus as an economic concept to agree with 
Professor Montgomery’s contention that the reduction in prices would be 
desirable. The further contention that the net gain to the community 1s 
measured by the difference between the increase in consumers’ surplus and 
the subsidized loss to the industry is more open to question. The form, 
incidence and effect of the increased taxes (which are to finance the sub- 


“ The argument in the text and the term “planning curve” imply a situation where ea! 
output is produced by a plant originally designed to produce that output at the lowest 
average cost. The formal argument in respect to the marginal cost of increasing plasl 
capacity also applies to a situation where output is increased by piecemeal additions to the 
existing plant. In both cases the so-called long-period marginal costs represent the differ 
ence between the lowest total costs of producing two alternative outputs. The cost data for 
the two situations would be different. Where piecemeal extensions are made, decreasing 
costs exist to a restricted degree. This is particularly true when extensions of capacity require 
the scrapping of old equipment. Marginal cost is thus unduly enhanced by the cost ° 
mew equipment to replace the old. 
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sidies) would be relevant to the problem of policy. Under a system of 
regulated price discrimination, such as characterizes the railroad and utility 
industries, the costs of extending the plant to its most desirable capacity 
are borne by the beneficiaries themselves through a price system which on 
one hand reclaims part of the consumers’ surplus to cover costs of operation 
and on the other hand reduces the revenue which the monopoly could 
conceivably extort. 

In the railroad and utility industries discrimination is usually effected 
by differentiating between customer classes, geographical areas, or between 
different units of output taken by the same customer.** The last named 
method is generally regarded as a commendable means of reducing prices, 
particularly in the utility industry where it takes the form of the promotional 
rate by which the customer pays for incremental service at decreasing 
incremental prices. 

Under dynamic conditions price discrimination can best be considered as 
1 means of protecting existing revenue while service is extended into the 
lower reaches of the demand curve. The risks due to the uncertainty as to 
the exact effects of lower prices on revenue may be minimized by this 
means. From a practical standpoint such risks are great enough to prevent 
a monopoly from making any experimental reductions in a single price. 
Under effective regulation any excess earnings may be reclaimed as they 
arise. 

Controlled price discrimination furthermore offers opportunities to 
achieve social objectives which are not otherwise easily attainable. The 
redistribution of excess profits arising out of discriminatory rates or prices 
may well be made on social grounds. A regulatory body might deem it 
desirable to utilize these excess profits to extend service to a new class of 
customers who might not be able to pay even the marginal cost of service.* 
This would, of course, prevent reductions to other customers, but it must 
be remembered that existing consumers are themselves benefiting by 
discriminatory prices. Hence, the extension of output to the point thus 
theoretically determined to be most desirable might be but one of several 
possible desirable objectives. 


discrimination inherent in railroad tariffs needs no discussion here. For discus- 

{ the theory, cf. Raymond T. Bye, “Composite Demand and Joint Supply in Relation 

lic Utility Rates,” Quart. Jour. of Econ., vol. 44, Nov., 1929, p. 40; Susumu Kobe, 

\ Criticism of Bye’s Theory of Public Utility Rate Determination,” Quart. Jour. of Econ., 

14, Aug., 1930, p. 706; Donald A, Wallace, ‘Joint and Overhead Cost and Railway 

Policy,” Quart. Jour. of Econ., vol. 48, August., 1934, p. 538. C. E. Troxel, “Class 
tor Gas and Electricity,” Am. Econ. Rev., vol. 28, June, 1938, p. 275. 

“For example, a strong argument might be made for extending electric service to farm 

rs at less than incremental cost. Similarly, whatever excess profits exist in the 

n industry might be utilized in carrying excess food products for relief dis- 
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For some purposes of economic analysis the concept of price discrimina- 
tion might well be enlarged beyond that embraced in its formal definition, 
Price discrimination exists in essence wherever a firm, producing a series 
of products, however differentiated, under joint cost conditions, recovers 
varying ratios of such costs by charging what the traffic will bear for each 
product. The meticulous and unwarranted precision of many cost account- 
ing systems should not be allowed to obscure the existence of such price dis- 
crimination. 

Price discrimination thus liberally interpreted would seem to deserve a 
more extended place within the framework of analytical economic theory. 
The basic assumption of general theoretical analysis, that of a firm selling a 
single product at a single price, is seldom if ever realized. Even a cursory 
knowledge of industry is conducive to the belief that our economic theory 
should be developed on the basic assumption of firms producing hetero- 
geneous lines of products, each product competing with single products 
of other firms producing still other series of heterogeneous products. 

It has been previously suggested that the railroad industry is probably 
operating under conditions where the average cost curve lies continuously 
above the demand curve. In this case, price discrimination alone will give 
rise to profits. A strong case could be made for the further contention that 
under existing conditions of monopolistic competition normal profits arise 
only through price discrimination, liberally defined. If the demand curves 
for single products are taken for granted it is doubtful if more than a few 
firms, individually considered, could operate profitably if they produced 
but a single product to be sold at a single price. 

In matters of economic policy price discrimination is worthy of further 
attention. The fundamental problem of our economy under normal con- 
ditions is that of utilizing unemployed human and material resources, 
preferably within the pricing system. Price discrimination is a means to that 
end. It may likewise be the means of widening the distribution of goods. 
The marketing of surplus agricultural products and the utilization of 
whatever excess transportation facilities exist appear to be the most promis- 
ing fields for such beneficial policies of price discrimination. The Federal 
Surplus Commodities Corporation and the Food Stamp plan are noteworthy 
examples of the partial utilization of the principle. The success of un- 
restrained industries in effecting policies of price discrimination by product 
differentiation, patent control, and ali forms of marketing and price agree: 
ments should furnish evidence that similar policies or other institutional 
controls could be devised for the public welfare. 

E. W. CLEMENS 


Southwestern Louisiana Institute 
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HOUSING POLICY AND THE DEFENSE PROGRAM 


The increasing expansion of the armament program has been accom- 
panied by a considerable upswing of residential construction in almost all 
parts of the country and it is easy to understand that all those sectors of the 
business world whose interests are favored by brisk building activity are 
enjoying the prospect of a forthcoming building boom. This is true of 
architects and contractors of all types, of the producers and sellers of build- 
ing material, and of real estate agents and credit institutions engaged on 
financing residential construction and real estate transactions. Also the 
federal agencies which can claim the merit of having substantially contrib- 
uted toward improving our mortgage system—the Federal Housing Ad- 
ministration and the Federal Home Loan Bank Board with its affiliated 
institutions—appear to be favorably impressed by the present state of 
building activity, and so far no sufficient consideration appears to have 
been given to the question whether this attitude is fully justified. The fact 
is, however, that serious arguments can be advanced in favor of a govern- 
mental policy designed to prevent a building boom from developing. 

A somewhat closer examination of the present conditions of the housing 
market shows that the initial period of rapidly increasing production for 
armament purposes was preceded by a substantial recovery of residential 
construction. After the last building boom had spent itself in 1930, building 
activity remained stagnant for several years and was very slow in expand- 
ing. Between 1925 and 1930 a considerable oversupply of dwelling units 
in relation to effective demand for housing had been accumulated; and no 
brisk building activity could be expected to take place until this over- 
supply had been absorbed, and this process lasted until 1938. Even sub- 
sequently, when shortages of dwelling units were slowly developing in 
certain areas, expansion of building activity was still checked by a con- 
siderable overhang of real estate repossessed by lending institutions as a 
result of the large volume of foreclosures which had been the heritage 
of the collapse of the mortgage market in 1931 and 1932. 

Whereas an annual supply of approximately 450,000 dwelling units 
can be assumed to correspond to the effective demand which results from 
normal replacements and increases in the number of families, the number 

f dwelling units started in 1938 was still considerably below this figure; it 
amounted to 347,000 in all non-farm areas of the United States. Residential 
construction assumed a more ‘“‘normal”’ development in 1939 when 465,000 
dwelling units were added to the existing stock. In 1940 also private con- 
struction was just sufficient to cover the normal increase in demand. It 
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amounted to 466,000 dwelling units; 71,000 units were added through 
publicly financed construction, mainly through the activity of the United 
States Housing Authority. 

The striking fact that private building activity showed no significant 
expansion from 1939 to 1940 has been emphasized in the last (eighth) 
annual report of the Federal Home Loan Bank Board. The view has been 
suggested that new private construction might be approaching a period of 
relative stability unless the present relationship between the supply and 
demand for housing be changed by the effects of the defense program. 
The considerations advanced in the report for justifying the thesis that 
private construction may be stabilized deserve particular attention. In the 
view of the Board further expansion of private building was predicated 
upon (1) a material rise in national income without corresponding increase 
in building costs, (2) a marked reduction in building costs, or (3) a 
further decrease of financing costs. Ample supply of funds and continuous 
lowering of financing costs, thus the argument continued, had supported 
private building for a number of years; but the 1940 experience might 
have indicated that this impetus had spent its force. 

It is obvious that this view of the housing situation advanced by com- 
petent observers in October 1940, when the Report was prepared, implied 
the assumption that the development of American building activity was 
about to experience a fundamental modification of its previous behavior 
For at least a century—since the time that statistical data have been avail- 
able on the behavior of residential construction—this behavior has been 
characterized by the well-known cyclical movement. Periods of violent ex- 
pansion of building activity have quite regularly alternated with periods of 
heavy contraction; and each period has been composed of a building boom 
and a subsequent prolonged recession of building activity and has extended, 
on an average, over 18 years. These “building cycles’’ have been accom- 
panied by similar cyclical movements of the volume of lending activity and 
real estate transactions and by inverse cyclical movements of the volume 
of foreclosures. But there has never been found a series of succeeding 
years in which the volume of dwelling units added to the existing stocks 
has just approximately equaled the effective demand for dwellings creates 
by normal replacements and normal increases in the number of households 

Offhand it could be argued that the “‘stabilization’”’ thesis advanced in 
the Report of the F.H.L.B.B. was not likely to be confirmed by the cours¢ 
of actual events. It is highly improbable that in our dynamic econom« 
system the production of a durable consumption good which, like the 
house, had ever been marked by particularly violent fluctuations, should 


* Figures from the Statistical Supplement to the Federal Home Loan Bank Review (Mar 
1941), vol. 7, no. 6. They are based on estimates by the Bur. of Labor Statistics, U. 5. Dept 


Labor. 


| 
| 

} 

| 

| 

| 

| 

| 

| 

| 

| 


‘ember 


ough 
United 


‘ificant 
ighth ) 
s been 
‘iod of 
ly and 
gram. 
is that 
In the 
licated 
icrease 
(3) 
inuous 
ported 
might 


y com- 
mplied 
ty was 
havior 
-avail- 
s been 
ont ex- 
ods of 
boom 
ended, 
accom: 
ity and 
rolume 
eeding 
stocks 
"reated 
sholds 
ced in 
course 
nomic 
ke the 
should 


y (Mar 
S. Dept 


1941] Housing Policy and the Defense Program 805 


experience a radical change of its behavior. Among the factors which have 
contributed toward bringing about the length of the building cycles and 
the amplitude of the oscillations of building activity, the structure of the 
mortgage market appears to deserve particular attention.? But although, 
largely owing to the activities of the federal agencies, the methods of 
financing the construction of houses have been considerably modified during 
the last years, it can hardly be assumed that the mortgage market has been 
sufficiently stabilized to secure the expected stabilization of building ac- 
tivity. 

in accordance with the pattern of building activity derived from previous 
experience the depressed state of the housing market had terminated its 
course in the fiscal year, 1938-39. This market was prepared for a sub- 
stantial recovery which could be assumed to culminate in a new peak of 
building activity in about two to five years, that is, approximately 18 to 21 
years after the last peak which had been reached in 1925. In fact, a build- 
ing boom of substantial proportions is already under way, although it js 
difficult to assess the r6le which is to be attributed to the execution of the 
urmament program in stimulating residential construction. According to 
the Federal Home Loan Bank Review (August 1941), residential con- 
struction in urban areas during the first quarter of 1941 has shown a rise 
of 20 per cent over the corresponding period of the last year. This rise has 
been the result of a 43 per cent increase in publicly financed building ac- 
tivity and a 17 per cent gain in the number of permits for privately 
financed dwellings. This development has taken place in spite of the fact 
that, as compared with June 1940, building costs were alrnost 15 per cent 
higher in June 1941. The well-known fact that building activity, when 
stimulated by general expansion of business, is not particularly sensitive to 
rises in building costs has again been confirmed by recent experience. 

The increase in residential construction has found its counterpart in the 
behavior of the mortgage market. As compared with the first six months of 
1940, the estimated dollar volume of non-farm mortgage recordings has 
shown an increase of 18 per cent. Also the reduction in the volume of fore- 
closures has corresponded to the usual pattern in terms of which the 
changes of this volume are inversely correlated to movements of business 
activity. The decline in the number of foreclosures from the first half of 
1940 to the corresponding period of 1941 was approximately 25 per cent. 

It can be expected with a high degree of probability that this picture 
which bears all the marks of an incipient building boom will be accentuated 
in the course of the months to come. Not only government financed resi- 
dential construction, which has accounted for approximately 18 per cent of 
the volume of dwelling units erected during the first six months of 1941, 


*See my article, “Residential, Differential and Absolute Ground Rents and Their 
ical Fluctuations” in Econometrica, vol. 8, no. 1, Jan., 1940. 
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is likely to experience a considerable expansion in order to meet the te- 
quirements of the armament program; also privately financed building 
activity shows all signs of a forthcoming continuous increase. It is difficult 
to estimate to what extent this development might be checked by the appli- 
cation of the system of priorities to certain building materials. 

It does not appear necessary to discuss at the present time the measures of 
a general housing policy which could be recommended for reducing the 
length of the building cycles and for smoothing out the violence of the 
fluctuations in building activity, since the economic situation which is 
developing under the impact of the defense program considerably differs 
from situations which are brought about by rapidly expanding business ac- 
tivity of the usual type. The extraordinary conditions under which the pres- 
ent building boom is taking place appear to justify the adoption of a spe- 
cific policy adapted as closely as possible to the development which our 
economic life is likely to experience in the next years to come. 

At the present moment residential construction presents two aspects 
which are strictly to be separated from each other. There exists, on the one 
hand, an urgent need for the creation of such housing facilities as are in- 
dispensable for the execution of the armament program. To the extent that 
private residential construction, along with publicly financed building, 
contributes toward satisfying these requirements, such construction ful- 
fills a very important mission and its stimulation has been included on good 
grounds among the tasks of the Codrdinator of Defense Housing. 

There exists, on the other hand, a large sector of building activity which 
owes its upswing primarily to the increase in national income resulting from 
the rapidly increasing expansion of general business activity. It is very 
doubtful whether, under present conditions, the development of a building 
boom in this sector is to be considered desirable. Quite generally it can 
be stated that construction of a considerable volume of new houses at 
relatively high costs—which are bound to increase to the extent that the 
boom advances—is hardly consistent with the principles of a sound housing 
policy. In addition, the demand for certain types of building material 
needed for private construction is likely to compete with the requirements 
of the armament program. It is also to be kept in mind that the increased 
volume of employment, the increased volume of payrolls and of national 
income which are characteristic features of the present situation are deft- 
nitely temporary phenomena which can be expected to last for a very limited 
period only. 

Past experience has shown that in the course of a building boom there 
exists a tendency to adjust the supply of houses to the conditions prevailing 
during the boom with the result that a collapse of the housing market 1s 
bound to occur in the course of the ensuing depression. The credit struc: 
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ture of the mortgage market is well known to be highly sensitive to the 
effects of a depression and it is doubtful whether the dangers to which 

s credit structure is exposed have been entirely removed through the 
measures adopted by the federal government for safeguarding the stability 
of the mortgage market. 

But even if it were held that no sufficient weight attaches to these argu- 
ments, important considerations connected with some fundamental aspects 
of general economic policy can be advanced in favor of a policy designed 
to prevent a building boom from developing under the present conditions. 
[hese considerations are suggested by the apprehension that the transition 
from a warlike economy to peacetime conditions—when the execution of 
the armament program will have achieved its objective—might be beset 

| enormous difficulties. The task of facilitating this transition would be 
considerably alleviated if a significant volume of productive activity fit 
for meeting urgent effective demand were kept in store for the period when 
tle production of armaments will have ceased to impress its stamp on eco- 
nomic activity. 

The role of providing a large reservoir of accumulated effective demand 

in best be fulfilled by goods of durable consumption. Houses, along with 
automobiles, occupy the first rank among such goods. 

Apart from the system of priorities which has been applied to certain 
building materials, two ways are open for achieving the objectives of a well- 

nsidered housing policy of this type. One avenue has been opened 

the creation of the Federal Housing Administration which has succeeded 
uring a dominant place in the mortgage market. Approximately 50 
| at of all mortgages for new construction which have been granted in 
the course of the last years have enjoyed the federal guarantee. It can thus 
be expected that a strong influence can be exerted upon the development 
f building activity by the F.H.A. through alternative methods adopted for 
cither facilitating or slackening the lending activity of a large number of 
credit institutions operating in the mortgage market. So far the policy of 
the F.H.A. has been directed toward promoting residential construction. A 
different policy would recommend itself in order to reverse the prevailing 
trend 


While it might not be found desirable to resort to increases in the rate 
t interest, the desired effect could perhaps be attained by considerably 
ncreasing the equities and shortening the amortization periods prescribed 
under the guarantee system. Such a policy could be put into effect without 
legislative action or special administrative measures. It is, however, open 


TT 


ie objection that it would discriminate against those groups of the 
lation which are least in a position to assume the increased financial 
-n although their needs for additional housing facilities may be far 
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greater than those of the well-to-do classes. It is, moreover, doubtful 
whether this policy would be efficient enough to achieve the desired te. 
sults. 

If such misgivings should prove warranted, it might be advisable to 
adopt more radical restrictions on private building activity by legislative 
action. There would be no need to apply such restrictions to rural areas 
and small communities; moreover, the Codrdinator of Defense Housing 
could be authorized to exempt certain localities either wholly or partly from 
compliance with these measures. In all other communities not particularly 
affected by housing shortages resulting from the execution of the arma- 
ment program the number of permits to be granted annually for the con- 
struction of new dwelling units could be limited to an amount corte- 
sponding to the average construction calculated for the last three years. A 
certain considerable percentage of such permits—for instance, 70 per cent— 
could be reserved for small houses of the one- and two-family type. Re- 
strictions with respect to the use of certain building materials particular|) 
needed for armament purposes could easily be combined with this action 

In order to secure the operation of such a program it would be necessary 
to establish a federal agency vested with considerable authority to enforce 
compliance with the restrictive provisions. The regional offices of the 
F.H.A. could be charged with the task of assisting this agency in perform- 
ing its functions. The agency could be given a certain discretionary power 
to grant exemptions from the strict application of the plan in cases in 
which such application might bring about undue hardship. 

Artificial limitation of residential construction in a period of increasing 
effective demand is bound to result in rent increases. Hence, in all com- 
munities in which a significant housing shortage is likely to ensue, it would 
be necessary to prevent such increases from assuming considerable propor- 
tions. “Freezing” of rents in certain localities particularly affected by the 
rapid expansion of the armament industry has already been seriously con- 
templated by the Office of Price Administration and Civilian Supply. Such 
considerations would apply on a considerably enlarged scale if private resi- 
dential construction were made the object of drastic restrictions. 

There are certain specific factors which would facilitate the execution 
of such a program under present conditions. Increas'ng costs of construc 
tion and scarcity of skilled labor in the construction industries ate pata 
mount among such factors. But it can hardly be expected that their com- 
bined influence would be sufficiently strong to prevent a building boom 
from taking its course unless such a development is counteracted by ade- 
quate measures of a far-sighted housing policy. 

KARL PRIBRAM 


Washington, D.C. 
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THE REVENUE ACT OF 1941? 


September 20 the President signed the Revenue act of 1941, estimated to yield 
3 400,000 mew revenue which, added to expected revenue of $9,200,000,000 from 
ting laws, would yield an all time high total of nearly $13,000,000,000. Important 
.ges provided for (1) lowering of personal exemptions to $1,500 for married couples 
$750 for single persons; (2) increased surtaxes made applicable to all taxable income; 
simplified returns for taxpayers with gross income of $3,000 or less; (4) increased 
ration normal and excess profits taxes and imposition of a new corporate surtax; 
reased rates on excises already in effect; (6) new excises on many commodities; 
creased estate and gift taxes; and (8) authorization of a Congressional joint com- 

) study nonessential federal expenditures, 


I. Legislative Histor) 


President Roosevelt’s budget speech of January 8, 1941, out- 
lined expenditures of $13,542,000,000 for the fiscal year 1941 and 
$17,485,000,000 for 1942. These totals were made up of the follow- 

g sums (in millions of dollars) : 


1942 1941 Jo change 
Defense $10,811 $6,464 +67 
Fixed commitments 3,196 2,984 + 7 
Other activities 3,478 4,094 —15 


Total $17,485 $13,542 


+29 
Receipts were estimated at $6,652,000,000 for 1941 and $8,275,000,000 
for 1942. The estimated deficits, therefore, would be $6,889,000,000 for 
1941 and $9,210,000,000 for 1942. The revenue for 1941 was expected 
to exceed that for 1940 by 3 billion dollars of which half, it was estimated, 
ld come from defense taxes already levied and the other half would 
lt from the increase in the national income. 
The President suggested a fiscal policy aimed “‘at the collection of pro- 
gressive taxes out of a higher national income.” He said, “I am opposed 
a tax policy which restricts general consumption as long as unused 
ipacity is available and as long as idle labor can be empoyed.” He called 
attention to the requests of the Secretary of the Treasury that earmarking 
t taxes for retirement of defense obligations be repealed. 
Three weeks later Secretary Morgenthau appeared before the Committee 
n Ways and Means asking that the debt limit be raised from 49 billion 
lollars to 65 billions.? This was authorized by the Public Debt act of 1941 
liscussions of previous federal revenue acts since the adoption of the Sixteenth 
nt (1913), including defense and war measures, see the issues of the American 
Review listed in the Sept., 1938, and Dec., 1940, numbers. See also The Federal 


ix (1940) by the authors of this article. 
legal limit had already been exceeded by $4,300,000,000. The difference was 
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passed in February. Provision was made also to permit the federal govern. 
ment to tax federal securities, including those issued by any instrumentality 
or agency of the federal government. . 

The first definite request for new revenue came from the Administra. 
tion late in April. Secretary Morgenthau requested the Committee on Ways 
and Means for legislation to produce $3,500,000,000 additional annual 
taxes, “an increase without precedent.” He pointed out that this large 
amount, however, represented only 4 per cent of a rapidly rising national 
income. This sum of $3,500,000,000, when added to the $9,200,000,000 
expected from laws already in effect, would be approximately two-thirds 
of anticipated expenditures for 1942. Appropriations and _ authoriza- 
tions totaled $39,000,000,000, but not all of this would be spent 
until later because production could not be sped up so fast. Probably only 
$12,700,000,000 (about one billion a month) would be spent 
prior to July 1, 1942. Non-defense needs were expected to require from 
$6,500,000,000 to $7,000,000,000; therefore, total expenditures would 
be about $19,000,000,000. The deficit of $6,300,000,000 then contem- 
plated for 1942 was about the same as for 1941. On numerous occasions 
the Secretary has expressed his desire to finance the government during the 
emergency on the basis of two-thirds from taxes, one-third from loans 
This proportion is almost the reverse of that followed in the financing of 
World War I. 

The tax program requested by the Secretary was intended to meet the 
following objectives: (1) “to pay as we go” for a reasonable proportion of 
all expenditures; (2) to spread the burden so that all sections of the people 
shall bear their fair share of the burden; (3) to mobilize defense resources 
by ‘‘reducing the amount of money that the public could spend for com: 
paratively less important things’; and (4) to prevent a general price ms 
by keeping the total volume of monetary purchasing power from out- 
running production. 

The Secretary stressed not only the necessity of directing all of our 
resources to defense purposes but also the need for some clear thinking 
about expenditures for non-defense purposes. Economies might be con- 
sidered in the C.C.C., N.Y.A., and Soil Conservation programs to the 
amount of one billion dollars. In this connection he repeated a recommends 
tion of former years for joint consultation between the Congressional 
spending committees and the revenue committees. These economy pi 


posals were welcome to the minority members and to a few of the majotit) 
and 
} di 


back to the Spanish-American War. Congressional Record, 77th Cong., 1st sess., P 
(current file). 
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; | made up by sale of $4,000,000,000 of war savings stamps under an unused autl rf 
made to the Postmaster General and $300,000,000 under an authorization whic’ 
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Senator Byrd (Dem., Va.). Both of these members had drafted bills to 
reate such a committee and the suggestion was later incorporated in the 
revenue bill during the debate in the Senate. 

The principal tax revisions suggested by the Treasury to the House 
Committee on Ways and Means were four: (1) increased income tax rates; 
(2) lower exemptions for the surtax; (3) increased excess profits taxes; 
and (4) new excises on commodities not essential to the defense program. 
Roughly one-third of the additional revenue was planned to come from in- 
dividual income taxes, one-third from corporation taxes and one-third 
from commodity excises. 

Mr. Sullivan of the Treasury Department explained at some length why 
a general federal sales tax was not desirable. Careful consideration had 
been given to the relative merits of the general sales tax as compared with 
the selected excises, he reported. The more technical objections to the former 
were: (1) greater administrative expense than would be justified for a 


ause of existing federal excises; and (3) increased conflict with states 
nd local units that already have sales taxes. Mr. Disney (Dem., Okla.) 
commented, “I notice that where you refer to taxes that you like on the list 
they are excise taxes, but those that you frown on, they are sales taxes.’’* 
This plan for “temporary’’ and additional excises brought forth some 
comment from committee members, but their inevitability was 
lear when Mr. Stam, Chief of Staff of the Joint Committee on Internal 
Revenue Taxation, proposed even more drastic levies, even on such articles 
f common consumption as tea, coffee, and cocoa. 
Mr. Leon Henderson of the Office of Price Administration suggested a 
lifferent plan; namely, that heavy excises be levied on goods that used ma- 
ecessary for defense, for example, automobiles. Taxes on goods 
nd services of mass consumption that did not compete with the defense 
rogram he considered to be “deflationary, unnecessary and highly in- 
table, 
Three months after the public hearings were concluded, Chairman 
Doughton of the Committee on Ways and Means reported the revenue bill 
to the House of Representatives. It differed from the measure outlined by 
the Treasury in several respects. More revenue was to be raised from in- 
lividuals than contemplated by the Treasury. Joint returns were required 
rom husbands and wives living together. New excises were levied and 
ates Were raised on existing excises, particularly on durable consumption 
‘oods, as advised by Henderson. The House Committee also refused to 
‘clete the average-earnings basis for computing the excess profits tax credit 


_/7th Cong., Ist sess., Hearings before the Committee on Ways and Means on H.R 


® temporary tax; (2) increased complexity of the federal tax structure be- 
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as requested by the Treasury; that is, it retained the alternative bases for 
computing excess profits, much as in the existing law. 

August 22, while the House was considering the measure, Mr. Doughton 
received from President Roosevelt an unexpected request for several changes 
in the bill, namely, modification of the mandatory joint return provision, 
increased excess profits taxes from large corporations, and lowered per- 
sonal exemptions.* The chairman was surprised because several of these 
proposals had been discussed earlier in the summer at public hearings and 
disapproved by the Treasury representatives. In fact, both the Secretar 
and Mr. Sullivan explained to the Committee on Ways and Means why 
such reductions in the personal exemptions were undesirable. 

In reply to the President Mr. Doughton wrote that the measure had been 
well considered and reaffirmed by the committee after receipt of his te- 
quest. It was reported in the press, however, that the chairman was looking 
for some substitute for the joint return provision which he felt sure would 
be rejected, as it was August 4. Party ranks were broken in the vote 
(242 to 160). Immediately thereafter, the bill was passed by a vote of 
369 to 30. The elimination of the joint return provision reduced the esti- 
mated yield of the bill by $323,000,000. 

By August, when the Senate Finance Committee was ready to complete 
its draft of the revised bill, the fiscal picture of the country had changed 
During the four months since the House had conducted hearings, appropria- 
tions and authorizations had increased by $14,000,000,000 over the amount 
set forth in the Budget. The 1942 fiscal year’s expenditures were now esti- 
mated at $22,000,000,000 to $25,000,000,000 instead of $19,000,000,000 
Therefore, if existing tax laws produced $9,200,000,000, there would be 
a deficit of $13,000,000,000 to $16,000,000,000. Thus the proposed tax 
measure would fall short by almost $2,000,000,000 of producing enough 
revenue to meet the desired ratio of two-thirds taxes and one-third loans.’ 
A second important change in these four months was the rapid acceleration 
of prices which increased the cost of defense production, as well as the 
cost of living. 

Secretary Morgenthau, accordingly, revised his recommendations when 
he appeared before the Senate Finance Committee and asked for an “all 
out” tax program. Increased taxation, he explained, was needed not only 
to pay for government needs but also to maintain economic stability; that 
is, to curb inflation. Furthermore, a psychological advantage would result 
from the broadened income base because millions of Americans would have 


‘For the correspondence between Chairman Doughton and President Roosevelt, s¢ 
New York Times, Aug. 3, 1941. 

*In October new estimates of $2,000,000,000 a month spending in 1942 were macs 
by Budget Director Smith. The deficit would then reach $12,500,000,000 assuming © 
increase in revenue. See New York Times, October 5, 1941. 
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an opportunity to make a direct contribution to defense. “It would en- 
able them to feel that they were participating personally and directly in 
the defense program.” 

Important amendments were made to the House bill and to the exist- 

¢ tax structure by the Senate Finance Committee. The fiscal result was 
to add $463,000,000 to the estimated yield. The more significant changes 
were: (1) reducing the personal exemption; (2) integrating the defense 
tax of 1940 with increased surtaxes; (3) publishing the computation of 
the specific amounts due from those with gross income of $3,000 or less; 
(4) integrating the 1940 corporation defense tax and House bill increases 
and raising the corporation surtax; (5) eliminating the House special 
10 per cent tax on additional profits not subject to excess profits tax under 
existing laws; (6) taxing income from community property to the spouse 
who earned it; and (7) permitting the deduction from gross income of 
alimony by the payor and requiring it be reported as income by the re- 
cipient. Except for the last two changes and a few other minor ones the 
Senate and the conferees accepted the bill substantially as drafted by this 
committee. 

Senate opposition to the bill was quite limited. Chairman George did 
not insist on retaining the joint return proposal because of the great hos- 
tility to it. Agreement was made that later the matter would be considered 
at some length with adequate time for the community property states to 
present their case.* The bill passed the Senate September 5, with dissenting 
votes by five who were strongly opposed to the President’s foreign policy. 
The Conference Committee approved most of the Senate amendments and 
its report was adopted by viva voce vote in both Houses. 


II. Summary of the Law 


The act is written as a series of amendments to the Internal Revenue 
Code adopted in 1938. There are seven titles, as follows: 


[—Individual and Corporation Income Taxes 
II—Excess Profits Tax 
[11—Capital Stock Tax and Declared Value Excess Profits Tax 
[V—Estate and Gift Taxes 
V—Excise Taxes 
VI—Nonessential Federal Expenditures 
Vll—Credit against Federal Unemployment Taxes. 


Title I—Individual and Corporation Income Taxes—establishes a new 
low base for personal exemptions, namely $750 for a single person, $1,500 


1 


A new hill is already under consideration covering mandatory joint returns, excess 
feet provisions, prevention of avoidance, and special taxation of large mutual 


rance ¢ 


companies. 
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for a married couple. Allowance for dependents remains at $400 but , 
head of a family who has that status because of a dependent cannot dedic 
$400 for the first dependent. A real achievement in simplifying the returp 


TABLE 


Comparison OF INpDiIvipuAL Income Taxes Due, Acrs or 1940, 1941! 


Single person 


Net income |—— 
Old law New law Old law 


750 
800 
900 
1,000 | 
1,500 
1,600 : 6.00 
2,000 42.00 
2,500 3. 90.00 
4,000 acd 249.00 
6,000 521.1 
8,000 : ] 873 
9,000 ; 1,079 
10,000 1, 305 
15,000 2,739 
20,000 , 666. 4,614. 
25,000 7 : 6, 864. 
30,000 9, 339.00 
50,000 | 20, 439.00 
60,000 | 26, 509.00 
80, 000 51. : 39, 249.00 
100, 000 52, 704.00 
150,000 78,350.80 | 7,706. 77 ; 87, 189.00 
250,000 | 147,576. 157, 659.00 
500,000 | 330,933.20 | 345,654.00 | ; .60 | 345,084.00 
750,000 | 522,418.8 | 538, 146. : | 537,569.00 
| 


,000,000 | 718,404. 733,139. é 732,554.00 
, 000, 000 1,511, 397. 1,523,131. , 522,539.00 
000, 000 3,917,390. | 3,923,124.00 3 


1 Data from 77th Cong., 1st sess., S. Rep. 673, as arranged by Prentice-Hall, Inc. Wat 
Happening in Taxation and Government Regulation. Sept. 22, 1941. 


is made in the new optional method applicable only where the gross income 
is $3,000 or less and is wholly from salaries, wages, other forms of com- 
pensation for personal services, dividends, interest, rents, annuities, of 
royalties. The law states, in tabular form, the amount of tax to be paid on 
specified amounts of gross income by taxpayers who properly elect to use 
such optional method. In effect, the method permits, in lieu of all dedu 


| Fo Married person 
$ 
| 
1 
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10 but a tions and credits (except the credit for dependents), a deduction of 10 
t deduict ver cent of the tax which would otherwise be payable without such deduc- 
¢ return ki ns and credits. In general, the optional method will result in higher taxes 
, the regular method where permissible deductions exceed 10 per cent 

difference between gross income and the personal exemption. 
he surtax applies to the first dollar of individual taxable income so that 
the lowest rate (6 per cent) is really an additional normal tax. Rates are 
oraduated from 6 per cent on the first $2,000 of taxable income to 77 per 
on income in excess of $5,000,000. The additional defense taxes im- 
n 1940 have been integrated with the normal tax and surtax, hence 

t appear separately on the new return, as for 1940. 


TABLE II 


6.00 CorporaTION NorMAL TAx Rares 
42.00 == 


90.00 Net income 
138.00 


249.00 Jot xcess of $5,000 


~/0 


/ 
375 Fy $ 5,000 to $20,000 | $ 750, plus 17% of the excess over $5,000 
521.0 Fr 20,000 to 25,000 3,300, plus 19% of the excess over 20,000 
25,000 to 38,461.54 | 4,250, plus 37% of the excess over 38,461.54 
38,461.54 | 24% 


rporations a new feature is the surtax of 6 per cent on income of 

964.00 or less and 7 per cent on all above that amount. The rates of nor- 
339.00 mal tax applicable to corporate incomes are increased by integration of the 
ps lefense tax rate so as to make the rate applicable to corporate incomes 
"249 00 renerally 24 per cent and the rates applicable to corporate incomes of 
704.00 $25 or under 15 per cent on the first $5,000, 17 per cent on the next 
ao and 19 per cent on the remaining $5,000. These rate changes 
5 084.00 require an appropriate rate change in the tax on corporate net incomes 
569.00 slightly in excess of $25,000. That tax is the lesser of an amount equivalent 
ip i per cent of the total net income and an amount equivalent to the 
"524.00 sum of $4,250 (the tax on the first $25,000 at 15 per cent, 17 per cent 
id 19 per cent) and 37 per cent of the net income in excess of $25,000. 

nt of net income upon which the tax is the same, under which- 

t these two methods it is computed, is $38,461.54. (See Table III.) 

. [I—Excess profits rates are increased so that the minimum is 
— ) per cent (formerly 25 per cent) and the maximum 60 per cent (for- 
+ aol | per cent) and, more important, a change is made in the method 
putation. Under the 1940 law the net income tax was allowed 
luction for computing the excess profits tax. This is the opposite 
United States’ practice from 1918 to 1920 and of the present 
| and Canadian systems. The 1941 law now returns to the 1917 
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method so that the excess profits tax may be deducted in computing net 
income for normal tax purposes, but neither the normal tax nor the surtax 
may be deducted in computing net income for excess profits tax Purposes. 
This rule applies also in computing income of base period years so that 
the credit for these years is increased. The effect of the change is to increase 
the total taxes of corporations with high percentage excess profits. Treas- 
ury representatives urged the Senate Finance Committee to change the law 
so as to abandon the average-earnings base and use only the average return 
on invested capital (1936-39) within limits of 4 per cent to 10 per cent. 
This method was considered unsound by several witnesses who testified 
before the committee, as well as by the members of the committee. 


TABLE III 


Corporation Excess Proritrs Tax Rates 


Adjusted excess profits 
net income 
Not over $20,000 
Over $ 20,000 but not over $ 50,000 | 7,000 plus 40% of excess over $ 20,000 
Over 50,000 but not over 100,000 19,000 plus 45% of excess over 50,000 
Over 100,000 but not over 250,000 | 41,500 plus 50% of excess over 100,000 
Over 250,000 but not over 500,000 | 116,500 plus 55% of excess over 250,000 


Over 500,000 | 254,000 plus 60% of excess over 500,000 


The new tax law makes the second series of significant revisions of the 
excess profits tax this year. March 7 the President signed a measure to 
relieve certain hardships resulting from the law as passed in 1940. This 
was retroactive to January 1, 1940. This law omitted, however, the general 
relief section of the 1940 law, a provision much like that of 1918 which 
permitted the Commissioner to adjust taxes in cases of hardship resulting 
from abnormalities of either income or capital.’ 

The 1941 law provides for adjustments in special cases, however. It 
provides also for 25 per cent additional credit for new capital investment 
to encourage such investment. 

Title I11—The capital stock tax is increased from $1.10 to $1.25 pet 
$1,000 of declared valuation. Declared-value excess profits taxes are 6 
per cent of the net income in excess of 10 per cent and not in excess o! 
15 per cent of the adjusted declared value; 13.2 per cent of the net income 
in excess of 15 per cent of the adjusted declared value. Sy 

Title IV—Estate taxes are increased so that the maximum rate of /’ 
per cent applies to estates of $10,000,000 or over instead of those 0! 


This omission was cited in the advance program of the tax section of the Americ: 
Bar Association’s annual meeting. Godfrey Nelson, New York Times, September 14, od 


| 
| 
a 
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$50,000,000 or over. The minimum rate is now 3 per cent instead of 
2 per cent. The exemption was left unchanged at $40,000. 

‘As under previous law, the gift taxes rates are three-fourths of those of 
the estate tax. 

Title V makes permanent certain excises levied in 1932 for a temporary 
period, changes the base of some excises, increases the rates of others, and 
imposes taxes on new articles of consumption. Illustrative rates are shown 
in Table IV (p. 818). 

Title VI establishes a joint committee to investigate federal expendi- 
tures with a view to eliminating those that are nonessential. Membership 
is to be composed of fourteen: three from the Senate Finance Committee, 
three from the Senate Appropriations Committee, three from the House 

ee on Ways and Means, three from the House Appropriations 
Committee, the Secretary of the Treasury and the Director of the Bureau 
Budget. The sum of $10,000 was authorized for the use of this 

Title VII allows further time within which a taxpayer may pay con- 
tributions into an unemployment fund under a state law and obtain credit 
therefor against the federal unemployment tax for 1936, 1937, 1938, 1939 
or 1940, as specified in the Social Security act. 

The income and excess profits tax sections apply to taxable years begin- 

ng after December 31, 1940. The declared-value excess profits tax applies 

me tax years ending after June 30, 1941. The tax on passenger 

ts became effective October 10. Most of the excises went into effect 
October 1. New estate taxes became effective with respect to estates of 
hose dying after the date of the enactment of the law, September 20, 1941. 


neral 
Comments 
The Revenue act of 1941 is important, not only because of the record 
f revenue it is to yield but also because of new developments in 
e law. Corporation and individual rates are raised to record heights and 
onal exemptions are reduced to record lows. It is estimated that the 
! exemptions will require the filing of almost 5,000,000 new 
nd will increase the number of income taxpayers by 2,256,000. 
these reductions also have the effect of increasing rates in all brackets. 
The law imposes new and increased excises on many commodities but not 
| many articles of clothing, house furnishings, soft drinks, etc., as did 
the Revenue act of 1918. It imposes the first national use tax in our fiscal 
uistory. It is estimated that these increased rates and new excises will yield 


>3,553,400,000 in a full year of operation. 


This law was passed by Congress with much less struggle than the 
‘eparedness and war revenue acts of a quarter of a century ago. At that 
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TaBLe 1V—IncreEASED ExcisEs—TypicaL EXAMPLES 


Prior law al Act of 1941 


Increased rates | | 
Playing cards 10¢ 13¢ 
Safe deposit boxes 10% 20% 
Distilled spirits | $2.25 (eendy 2.00) gal. | $4 gal. (ine. brandy 
Imported perfumes $2.25 gal. 1 gal. 
Wines: not over 14% alcohol gal. gal. 
14%-21% alcohol . gal. : gal. 
21%-24% alcohol gal. gal. 
Sparkling wines, liqueurs, cham- each 3 pt. 7¢ $pt. 
pagne, etc. each 3 pt. pt. 
ires Ib. 5¢ 
Tubes lb. 
Changed bases 
Admissions 1¢ each 10¢ if admission | 1¢ each 10¢. Exempt 
over 21¢. Exempt: na- | army, navy, CCC men in 
tional parks, churches, | uniform 
schools, etc. 
Club dues 10%, dues cver $25 a yr. | 11%, dues over $10 a yr. 
Matches | 5¢ per M (colored) 2¢ per M (plain) 
per M (colored) 
Autos, trucks, buses, trailers, | 2% sale price 5 
passenger cars 33% 
Radios, musical instruments, etc. | 5% sale price on radios 
only 
Refrigerators 5% % (includes air con 
etc.) 
Telephone Telephone calls 10¢, charge 50¢-$1.00 5¢ for each 50¢ of charg 
and tele- 15¢, charge $1.00-$2.00 over 24¢. 6% local ser\ 
graph Telegraph messages 10% 
Cable and radio 
Leased wire 5% (includes burglar, fir 
alarms) 


Vew Excises 
Manufacturers 
Sporting goods 10% £0 sale price 
Luggage 
Electric, gas and oil appliances 
Electric signs 
Business, store machines 
Rubber articles (except for foot- 
wear, hospital, or surgical use) | 
W ashing machines (except of 
household type) 
Optical equipment 
Electric light bulbs 
Photographic apparatus 
Retailers 
Jewelry sale price 
Toilet preparations 
Furs 
Bowling alleys a each billiard o 
table or bowling g alley 
Transportation of persons 5% on ticket 
Slot machines $10 pin ball 
$50 slot for premiul 


$5 each 
16 ft.) $5-$200° 


Automobiles 


Use Ta xeS | 
Boats (over | 
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me even the administration leadership in the House was reluctant to pass 
huge tax bills, the Democrats did not have a majority, and most of the 
members were not well informed about tax matters. On the other hand, 

77th Congress convened in January, 1941, with the expectation of 
passing a measure to yield large amounts. Efforts to prevent war profiteer- 
ing have been pressed persistently since the end of World War I. In fact, 
in 1935, a committee of which Senator Connally was chairman drafted an 

‘all out” tax program to be ready when war might be declared. This was 
part of one of the numerous efforts of the Senate to prevent profiteering 

ir that resulted from the study of the Special Committee of the Senate 
Investigate the Munitions Industry.® 
Furthermore, Congress now has the benefit of the recently expanded and 
intensified researches of the Treasury and of the Joint Committee on In- 
executive branches of the government to act more intelligently and more 
promptly, though perhaps with not less persistent political pressures than 
before. With the growing complexities of the tax measures, however, there 
more need for expert advice; very few Congressmen understand more 
than parts of the laws they pass. Even some of the members of the Finance 

Committee admit that they are unable to make out their own returns without 
professional assistance. 

In the consideration of the recent committee bills there was much less 
discussion than there was on similar occasions twenty-five years ago; this 

s particularly true with respect to the basic principles of the excess 
profits tax. Both the House and the Senate approved the alternative credits 
lespite the pressure of the Treasury for the invested capital basis only, 
though the Senate rejected the special extra 10 per cent excess profits tax 
proposal of the House.® The act of 1941 was drafted with the apparent 

t be fair with corporations. The administration leaders have pointed 
ut that the present law, with its alternative credits, eliminates the cause 
{ much of the litigation occasioned by the earlier law. 

The rates of the new excess profits tax are lower than those of 1918. 
\evertheless, the 1941 law is a more severe measure in various respects. 
There is no general relief provision. There are no such generous exemp- 

ns as in the earlier laws. For example, the 1918 law allowed a flat 

tion of $3,000 in addition to the credit for pre-war earnings plus 10 
t of increased invested capital or a credit of 10 per cent of invested 


\ 


Ist sess., S. Reps. 577,889. Connally’s tax bill was not published. It pro- 

onal exemptions of $500 for a single person, $1,000 for a married couple 

tr each dependent. Surtax rates were graduated from 10 per cent for the bracket 
5,000 to 93 per cent on income in excess of $20,000. 

ission of this tax, especially as a peacetime measure, see Carl Shoup, ‘“Taxa- 

ss Profits,” Pol. Sci. Quart., Dec., 1940, March and June, 1941. Reprinted 
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TaBLeE ReveNnvE Errect! or THE REVENUE Act or 1941? 
(In millions of dollars) 


] 
|Estimated | |Estimated 
increase or | jincrease or 
decrease | decrease 
Type of tax (—) over | Type of tax | (—) over 
yield of | | yield of 
previous | previous 
laws | law 
| 
Income taxes: | Manufacturers’ and retailers’ | 
Corporation: | excise taxes—Continued | 
Normal tax | —493.3 || Rubber articles 21.3 
Surtax | 763.1 || Washing machines 4 
| Excess profits tax...........| 1,112.3 || Optical equipment 3 
—— |i Soft drinks 0 
Total corporation income | ] Electric light bulbs 4.0 
taxes | 1,382.1 || Jewelry, etc. 
Individual | 1,144.6 Furs 20.7 
| ——_— Toilet preparations 19.7 
Total income taxes | 2,526.7 — 
Total manufacturers’ and 
Miscellaneous internal revenue: | retailers’ excise taxes 499. 
Capital stock tax 22.3 || 
Estate tax | 141.6 || Miscellaneous taxes: 
Gift tax | 16.0 Admissions | 62.4 
| ——_— Cabarets, roof gardens, etc. 2.0 
Total | 179.9 Club dues 2.8 
Safe deposit boxes 1.7 
Manufacturers’ and retailers’ | Telephone, telegraph, radio 
excise taxes: and cable facilities, etc. 24.9 
Distilled spirits | 123.08 || Telephone bill 
Wines 10.43 Transportation of persons | 35.5 
Passenger autos, parts, etc. 72.2 || Use of motor vehicles, boats 160.2 
Trucks, buses, trailers 16.1 |) Bowling alleys and billiard 
Tires and tubes | 44.68 and pool tables 1.3 
Refrigerators, refrigerating | Coin-operated amusement 
apparatus, etc. 16.6 || and gaming devices 4.( 
Matches 8.23 
Playing cards 1.0 | Total miscellaneous taxes 347.7 
Radio receiving sets, parts | 9.4 || —_ 
Phonographs and records | 4.5 Total excise and miscella- 
Musical instruments 3.6 || neous taxes 84 
Sporting goods 8.5 
Luggage 4.5 || Total miscellaneous inter- : 
Electric, gas, oil appliances | 31.8 nal revenue 1, 02¢ 
Photographic apparatus 9.9 : 
Electric signs a4 Total 3,593.4 
13.0 | 
| 


Business and store machines 


1 Tentative. All estimates show full year effect. Estimates for corporation and individua 
income taxes and the gift tax are based on levels of income estimated for calendar year 1” 
all other estimates are based on income levels estimated for fiscal year 1942. 

2 U. S. Treasury estimates. 

’ Excluding nonrecurring floor stocks taxes—distilled spirits $38.0 millions; wines >¢ 
millions; tires and tubes $6.7 millions; matches $.7 million. 
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capital. The normal tax on corporations was 12 per cent then in contrast to 
the present 24 per cent maximum and for this the 1918 law permitted an 
exemption of $2,000. Furthermore, the existing declared-value excess 
profits tax was not invented till long after 1918 (1933), and the act of 
1941 adds a new surtax of 6 per cent or 7 per cent on top of other corpora- 
tion levies. It has been pointed out that even the present Canadian law is not 
so severe as the 1941 excess profits law.?° 

Moreover, the excess profits tax may be raised again soon. Shortly after 
the 1941 act was signed, Secretary Morgenthau proposed that corporate 
income of over 6 per cent be treated as excess profits and taxed at 100 per 
cent. Some increase of rates next year has been expected, but this sug- 
gestion caused consternation among the business men or, rather, it would 
have caused consternation except for the experiences of the past eight 
years. Indeed, no one has yet answered satisfactorily the question: Just 
how far can we go in preventing excess profits and excess wages without 
checking production vital for defense, without increasing the ultimate cost 
n money and lives, and perhaps without losing the war? 

Individual taxpayers must bear a heavy part of the increased tax load. 
Hereafter single persons with taxable incomes of $14.43 a week and over 
are subject to the tax. Making the surtax practically an additional normal 
tax results in a total rate of 10 per cent on the lowest bracket, the first 
$2,000 of surtax net income. Surtax rates increase with new acceleration; 
for example, the 1918 surtaxes increased from 1 per cent on $5,000 to 
| maximum of 65 per cent on income over $1,000,000. On income from 
$10,000 to $12,000 the rate was 4 per cent then; it is 25 per cent now. 
The 25 per cent rate of 1918 was not applicable until the $52,000 bracket 
was reached. 

This new direct burden is matched by the increased indirect burden. 
Excises have been added to many articles of consumption not always 
thought of as luxuries. Many former exemptions have been removed. For 
example, the admission tax was previously not collected from paid programs 
given by churches, schools and scientific societies. It is interesting that 
two excises of the few not increased were those on gasoline and cigarettes. 

The impact of this new law will be seriously felt not only by individual 
and corporation taxpayers but also by state governments whose sources of 
‘ax revenue are being constantly infringed upon by the federal government. 
Furthermore, the competition of industry for workers and the rise in living 

sts will make it increasingly difficult for state and local administrators 
‘0 keep or secure trained and efficient personnel. 

The Administration has tried to prepare the people for this huge tax 
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Jl and to reconcile them to it by emphasizing the increase of the national 


Godfrey Nelson, New York Times, Sept. 28, 1941. 
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income. It is now estimated that this may reach $100,000,000,000 in 1942. 
The tax increases, however, are not evenly distributed and do not correlate 
too closely with income increases. Those who depend on investment in- 
come and salaries, especially those in the government service, in teaching, 
and in the white-collar class generally, will be hit both by the increased 
taxes and by the increased cost of living. While the levies of this measure 
will be somewhat of a brake on inflation—-a year after it has got under 
way, despite assurances from Washington that inflation would not be 
permitted “this time’’—nevertheless there seems to be little prospect that 
the much talk and little action to date will hold it under control. Indeed, 
both the Executive and the Congress apparently fear to grapple with this 
problem at the crucial points, or until matters get worse, though Secretary 
Morgenthau and Messrs. Eccles and Henderson have been courageous 
enough to send up what have appeared to be a few trial balloons. Appar- 
ently their suggestions have met with very cold receptions from the repre- 
sentatives of the favored groups which are profiting greatly from the 
present emergency.** 

Apparently the serious and severe costs of our defense have just begun; 
we can no longer dodge or escape them; the longer the World War con- 
tinues, the greater the increases in costs in terms of taxes, debts, inflation, 
and lives. And yet an early end of the war is hardly probable or possible 
except through a nazi victory, and of all things that would be most cost|; 
to democracies. The least costly and probably the only escape is through 
prompt and courageous facing of the issues. 

Roy G. BLAKEY 
GLaDys C, BLAKEY 
University of Minnesota 


' After this was written a very pertinent editorial entitled ‘Courage to Face Facts 
appeared in the New York Times, September 28, 1941, Sec. 4, p. 18. Still later, in Nover 
ber, Secretary Morgenthau and President Roosevelt urged Congress to pass new legislatiot 
providing for large increases in payroll taxes and additional taxes to be collected at ti 


source. 


| 
| 
| 


gun, 

con- 
ation, 
ssible 
costly 


rough 


SEY 


Facts 
Novert 


4 


J at the 


COMMUNICATIONS 
A Stable Purchasing Power Bond 


In this note a plan for a “‘constant purchasing power” government bond is 
presented. The essential feature of such security would be its redeemability in 
terms of an amount of dollars representing a stable amount of purchasing power 
rather than a constant amount of dollars. At this juncture such a security would 
provide a helpful technique of defense finance, while in a post-war economy it 
might contribute to a social security program and exert stabilizing effects on busi- 
ness fluctuations. 

1. Stable purchasing power bonds may prove a helpful contribution to the 
Treasury's endeavor to restrict the net income contributing effects of defense 
financing, since the offering of such bonds promises to increase the extent to 
which Treasury borrowing may syphon funds from the active income stream 
into defense outlays. For the individual income receiver, hesitant to engage in 
security speculation, a general anticipation of price rise places a premium on 
urrent spending and a penalty on cash saving or investment in bonds. Instead, 
saving takes the form of economically undesirable investment in durable con- 
sumers’ goods, If, however, stable purchasing power bonds were available for 
investment his choice between spending and savings would be much less affected 
by anticipated price level changes. Investment in government bonds would be 
rendered more attractive; less savings would be devoted to “forward buying” 
of durables. At the same time the new type security would little appeal to banks. 

In addition to providing an incentive for money saving, the availability of 

rchasing power bonds might provide an inducement for the investment of 
present cash balances in government securities. Absorption of such balances is 

ble since in response to inflationary anticipation they may sooner or later 
transformed into equity holdings or commodity hoards, accentuating infla- 

y tendencies. Finally, by imposing upon the government a contingent lia- 

lependent on its failure to check price inflation, the flotation of stable 

‘chasing power bonds may exert a wholesome pressure upon Congress to 

pt aggressive anti-inflationary policies. 

The technical details of such a stable purchasing power bond would be 
clatively simple. The essence of the plan is that the bond would be redeemable 
‘maturity for that number of dollars which would provide the same purchasing 

wet as the issue price of the bond at the issue date.t This would involve re- 
‘emption in a larger number of dollars if the price index used had risen, in a 
aller number of dollars if it had fallen. Whether or not interest payments 

iid also be put in terms of stable purchasing power is a secondary and sepa- 

stion. For simplicity it would seem desirable to use the present form of 

it least at the outset. 


indebted to Mrs. Louise Sissman for looking into the history of this proposal. 
esting are a short statement by J. M. Keynes before the Colwyn Committee, sug- 
this type of security to the British Treasury, and a statement by Alfred Marshall 
Royal Commission on Depression of Trade and Industry favoring by implication 
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A cost of living index appears to be the best choice for a “constant purchasing 
power” guide, especially in view of the primary appeal of this sort of security to 
individual savers to whom the cost of living is apt to be the major factor in 
“constant purchasing power’’ considerations. Of course, there is no “the cost of 
living” and if there were, it would still be a far from perfect indicator of the 
value of money. But a cost of living index does represent a workable purchasing 
power concept for the purpose envisaged with this bond. It should be evident 
that the particular index chosen is a secondary consideration ; in view of its gov. 
ernmental source, its long standing, and its general acceptance there is a strong 
presumption in favor of the B. L. S. index. The important consideration is to 
find a roughly satisfactory indicator and one which can be protected as much as 
possible from pressure groups which would gain from having it “tinkered’”’ with 

Such constant purchasing power securities would presumably be of fairly long 
maturity, though no particular long period appears to have a unique advantage 
over others. Correlative with the question of maturity are those of negotiability 
and redeemability before maturity. In view of the special appeal of the bonds 
there is a strong presumption in favor of non-negotiability, the more so since 
the resulting lack of liquidity could be removed by providing for optional redemp 
tion before the maturity date. It would surely be desirable, however, to impose 
some penalty on pre-maturity redemption lest widespread speculation in the 
securities should develop. 

In view of the special guarantee offered by these bonds, the interest rate on them 
should be considerably less, say by 50 per cent, than on regular Treasury issues of 
comparable maturity. The rate chosen would depend to some extent on how wide- 
spread an appeal it was desired for the bonds to make. As their interest rate 
approached that on ordinary securities, there would be an increasing incentive t 
shift to the new type bonds, though for large groups of institutional investors 
especially banks and insurance companies, the securities would have no particular 
advantage. Of course, to assume a shift into constant purchasing power securities 
presumes that investors are not primarily interested in speculating on governments 
as a real income gain in an expected falling price period. At the moment, cer 
tainly, price expectations are strongly upward. 

Lastly, in introducing constant purchasing power bonds it would probably be 
desirable to offer to convert any outstanding Treasury issues into them at t! 
market price of the old securities or the current redemption value of Saving 
Bonds. It is now essential to avoid any unnecessary liquidation of governments in 
the market. 

3. Certain broader implications of the stable purchasing power bond for 3 
peacetime economy are worth brief mention. 

a. At present, in view of widespread price level fluctuations, there is 10 
really ‘‘safe” investment for the person or institution seeking primarily secur 
of capital in terms of purchasing power with only secondary emphasis on yie\< 
The constant purchasing power bond would offer this sort of security for persons 
wanting to provide for old age, future schooling for children, contingencies, ¢ 
The bond would be primarily, though by no means exclusively, attractive to sma" 
savers, Even though the government fails to recognize its proper responsibilit) 
for providing a relatively stable value for the dollar, surely the demands of suc 
savers constitute a legitimate aspect of an over-all security program 

b. The virtues of such securities in widening the non-banking market lu 
governments, in reducing the “hoarding” of consumers’ durables, ana in puttin 
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some anti-inflationary pressure on Congress* have already been noted for the 
present juncture. Related considerations apply to all boom cases, and the lessen- 
ing of speculation in commodities has specia! potentialities as a stabilizing cyclical 
influence. In boom periods, the availability of such a security would tend to draw 
hoarding’’ away from commodities into securities. In depression periods these 
securities, liquidated through redemption as the cash need for purchases in- 
creased, would provide the mechanism for a flow of government funds into con- 
sumers’ hands at the most appropriate time. These implications become much 
broader if one assumes that widespread government use forced corporations to 
adopt the same type of security.* Then corporate maturities to be faced during 
depressions would be greatly eased by the lowered cash requirements ; maturities 
luring boom periods would generally be harder to meet, providing a stabilizing 
influence in both cases.‘ 

c, Assuming a balance between periods of rising and falling prices, the 
purchasing power bond would result in a reduced burden of debt service due to 
its lower rate of interest. If, on balance, periods of rising prices predominate, this 
advantage might be offset by the need for redeeming or refunding at a higher 
amount of dollars than the issue price. The Treasury, however, would then find 
itself in a position to meet such need without difficulty since, together with the 
rise in living costs, there would probably have occurred a rise in money income, 
so that larger amounts of loan funds or tax receipts could be drawn from an 
enlarged base. Indeed, such increase in the dollar payments would appear desirable 
from an equity point of view unless it were maintained that debt repudiation 
through currency depreciation constituted an equitable process. 

It would be easy to overrate the potentialities of the purchasing power bond. 
None the less it does appear to be capable of playing a very real rdle in the defense 

ing program, and in general its implications for a more ‘‘normal” world 
attractive. On balance, it appears worthy of trial in Treasury financing. 


G. L. BACH 
Washington, D.C. R. A. MUSGRAVE 


Economic Planning and the Science of Economics: Comment 


T 


It would be misleading if I tried to indicate the differences of opinion between 
Professor Pegrum? and myself without first stating the important points of agree- 
ment. The first of these points is the fundamental truth, which he expresses in 
the statement: ‘Given the postulate that economic action means the maximizing of 
income from the utilization of resources, the requisites for achieving this result 
will be the same under any form of economic organization.” The second point 
' agreement is that pure theory, in dealing with the problem of planning, has 
done no more than solve a formal problem.” The objects of controversy between 


sare, first, the practical importance of that formal solution, and second, some 


‘The political implications of the bond might be detrimental in a period where “in- 
tionary” policy is desirable. 

The brief experience of Rand Kardex with this type of corporate security is well 
wn. Unfortunately, the experience was so brief as to be of little value. 
‘The use of interest rates varying according to purchasing power changes would provide 
stabilizing effect along this same line. 
F. Pegrum, “Economic Planning and the Science of Economics,” Am. Econ. Rev., 
xxxi, June, 1941, pp. 298-307. 
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difficulties which, in Dr. Pegrum’s opinion, make the success of national economic 
planning at least unlikely. 

Professor Pegrum is opposed to Lippincott’s statement, in his introduction to 
the essays by Taylor and Lange on the theory of socialism, that the formal solution 
of the problem of planning has shifted the burden of proof to the opponents, 
Controversy between economists is not litigation, and in scholarly discussion 
the burden of proof in the strict sense lies no more on one side than on the other. 
since both are equally responsible for finding the truth in all its aspects. But if 
the form of Lippincott’s statement is open to objections, its meaning is clear and 
incontestable. An objection must be raised before it can be refuted. The proof 
of the formal possibility of planning disposed of the original argument of Mises 
and others, who had denied it on the ground that no collective agency could 
develop a system of calculation independent of the market. Taylor, Barone, and 
their followers thus forced the controversy into a new phase, marked by Hayek's 
modification of the Mises argument. 

In the new phase, too, the ideas of Taylor, as developed by Lange and others, 
remained important. They showed the basic similarity between the trial and error 
process of the market and the trial and error process which a planning board 
might use in its calculations, and thereby met Hayek’s objection that a planned 
economy would get stuck in the tremendous number of equations which it 
would have to solve. This demonstrated that formal theory can do more than 
point out the problems which are logically capable of solution. By analyzing the 
operations through which economic problems can be solved, pure theory some- 
times offers a choice of methods, to be determined by considerations of prac- 
ticability and convenience. Mathematics alone can no more solve the problem of 
social reconstruction than it can enable man to build machines, but neither 
machines nor a new social order can be planfully built—although both can he 
empirically developed—without mathematics as a guide, 

Up to this point the difference of opinion between Professor Pegrum and 
myself is only one of emphasis, but the last part of his article, in which he 
criticizes economic theory for claiming a universal character, shows the important 
consequences which follow from the different weight that we attribute to the 
achievements of formal theoretical thought. However, before taking up the 
problem of “universality,” it is expedient to discuss Dr. Pegrum’s doubts con- 
cerning the feasibility of planning. 

The first reason for Dr. Pegrum’s skepticism is the unsettled state of many 
problems in theoretical economics. Economic theory, to be sure, has a greater 
réle in a planned than in a competitive economy. It is the function of economic 
planning to devise a desirable economic development, by anticipating the effects 
of present economic events and of the measures by which they can be influenced, 
so that disequilibria can be prevented. This task requires an insight into the 
interdependence of economic processes, which is the object of economic theory 

Yet the significant réle of economic theory in a planned system does not mean 
that the questions which theoreticians have not yet settled are so many obstacles 
in the way of planning. In their controversies theoreticians discuss the types 
of disturbances in economic life and trace them back to disproportionalities de 
tween important economic magnitudes, or they deal with the equilibrating factors 
which keep these disproportionalities within limits. But whatever our differences 
of opinion on these issues, all agree that disturbances will result if any important 
magnitudes in our economic set-up are not kept in the right proportions to ¢ ch 
other, and we do at least not widely disagree on the question of what are the 
correct proportions. 


ember 
NOMic 


tion to 
olution 
onents. 
cussion 
other, 
But if 
sar and 
proof 
Mises 
r could 
and 


Tayek's 


others, 
d error 
board 
slanned 
hich it 
re than 
ing the 
some- 
ff prac: 
of 
neither 
can he 


um and 
hich he 
portant 
to the 
up the 
ts con- 


many 
greater 
-onomic 
effects 
uenced, 
into the 
theory 
ot mean 
bstacles 
1e types 
ities be- 
y factors 
ferences 
nportant 
to each 
are the 


1941] Economic Planning and the Science of Economics 827 


To illustrate, there are—very broadly speaking—two groups of theories con- 
cerning the business cycle, one accepting Say’s law and the other rejecting it. 
The former is led to the conclusion that a prosperity comes to an end because 
of lack of resources to carry on the expansion projects together with the increased 
consumption ; the latter will explain the collapse of the boom by disequilibrium 
between increased productive 4 ame and purchasing power. But if anyone of 
us, even a Keynesian, were called upon to draft a plan for American production, 
he would certainly try to provide steel, machinery, manpower, and financial re- 
sources for the completion of construction projects which he proposed; and he 
would certainly calculate consumers’ income and expenditure and keep it equal 
to consumers’ goods produced even if he were a follower of Hayek or Cassel. 
Or suppose a Keynesian should have to collaborate with me, one of the surviving 
believers in Béhm-Bawerk’s theory of interest, in the drafting of a national 
plan. He would certainly not deny that individual productive units must be 
charged for the use of resources according to the time in which these resources 
are used, and that this charge must be raised if we do not have enough resources 
to sustain all the “roundabout ways’ of production which are in present use or 
proposed in — projects. On the other hand, I would certainly agree with 
my Keynesian fellow-worker that the plan should be protected from a sudden rise 
of liquidity preference which might drain the purchasing power available for 
consumers’ goods and thereby upset our previous calculations, by saturating the 
new desire for cash as far as practicable. Our disagreement about the particular 
type of disproportionality that ts wholly or mainly responsible for a particular 
type of disturbance in an unplanned economy would prove to be irrelevant for 
the planning effort, because we should try to keep all economic magnitudes in 
the right proportions. 

Dr. Pegrum’s second objection against planning seems to contain some of the 
remains of the old Mises argument. The price which a planning board should try 
to establish is that which equilibrates supply and demand at the point of maxi- 
mum output. Where perfect competition exists, this price will result from the 
free play of the market forces, and will satisfy certain conditions in the cost cal- 
culation of the individual firm; namely, all firms being of optimal size, the price 
will coincide with the lowest point of the average cost curve, at which point the 
latter intersects with the marginal cost curve. In reality, of course, all firms are not 
of uptimal size and, therefore, perfect competition is only an intellectual model. 
From this Dr. Pegrum draws the conclusion that the planning board cannot 

simulate” the competitive price ‘‘because the necessary conditions do not exist.” 
By conditions he evidently means the institution of a market economy with perfect 
ompetition among persons—and thus we are back at Mises’ idea that prices can 
only be formed by “real” competition between individual buyers al sellers.? 

Dr. Pegrum overlooks that, whether or not perfect competition or any com- 
petition exists, the price that equilibrates supply and demand for society as a 
whole at maximum output is sufficiently defined, ascertainable, and offers an 
ippropriate point of orientation for the planning board. This is not to deny 
that the planning board may encounter some difficulties in translating the general 
tule about society as a whole into instructions for the management of the individ- 
ial plant.s The “planners” might not immediately agree whether the intersection 


“Regarding the essentially institutionalist character of Mises’ argument, see Lange, 
/n the Theory of Socialism, pp. 61-62. 

‘The planning board will only have to issue instructions to the managers of individual 
plants if it is not found possible to rely on the profit motive to guide the operation of 
Procuction units. As to this problem, see below. 
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of the average revenue curve with the average or the marginal cost curve should 
determine the output of non-optimal units. But even if they do not find the best 
possible solution at once, this will not cause any greater damage than the many 
deviations from the ideal magnitude of output which occur in a capitalistic econ. 
omy. 

It is very much the same with other cost problems, including depreciation, As 
Dr. Pegrum has pointed out, these problems are to some extent still open in our 
capitalistic economy, and there is no reason to assume that a change in the 
economic system will afford a solution. But neither will it aggravate the difficul. 
ties. No capitalistic entrepreneur has ever decided to discontinue his business 
because he was too much puzzled by the necessity of allocating joint costs: no 
country has ever given up the income or corporation tax because the treasury 
found the depreciation problem too intricate to handle; and, as far as I know, 
no supervision of public utilities has ever been abandoned on account of the 
indubitable difficulties in defining such concepts as cost of production or replace. 
ment. Why should a planning board find it impossible to exert its functions 
although it cannot solve all accounting problems in an ideal way? In a planned 
as in a capitalistic market economy, these knots must be cut as far as they cannot 
be disentangled, and the planning board will have to do just as much but no 
more of that cutting than capitalistic entrepreneurs and accountants, 

The argument on which Dr. Pegrum places the greatest emphasis is summarized 
in this sentence: “. . . what validity is there to the assertion that a planned 
economy is feasible, when we do not know the social conditions which would 
obtain under the new order?” Two possible meanings may be read into this 
sentence, and if I am not entirely mistaken, Dr. Pegrum commits himself to both. 
He wants to say that the data for theoretical analysis would be so vitally affected 
by a fundamental change in social conditions that the theoreticians of the planned 
economy could not use the material collected and the methods developed in 
capitalism. He also seems to question the possibility of creating the institutional 
and socio-psychological presuppositions for planning. The latter argument is 
offered in such an abbreviated form that the points of reference do not become 
clear. Opponents of planning have often in a general way referred to the dangers 
of bureaucracy, misuse of the planning power, etc., but I am not sure that this 
is Dr. Pegrum’s idea, although he uses some similar arguments in regard to the 
transition from capitalism to planning. At any rate, this objection has been amply 
answered in planning literature. 

There is no doubt that the establishment of a planned economy will change 
many data of calculation, but, to offer decisive obstacles to planning, these changes 
would have to be both abrupt and unforeseeable, which they are not. By far the 
greatest and possibly the most rapid change in data will be rise of demand as 4 
consequence of increased employment, but this increase will be anticipated in the 
plan, and by expanding some studies that have already been made we can learn 
what additional goods will be demanded by families who rise from a relief income 
to that of an employed worker. Aside from changes of this kind, the reorganiza- 
tion of the economic system may affect the relative weight of different classes 4s 
purchasers. If society becomes more equalitarian, luxury demand will disappea', 
but its shrinking, gradual as the shift in incomes, can be estimated in advance 
and taken into account. Finally, the change in the form of society may have 
a bearing on consumers’ psychology, may make them want more or less education, 
more or less individually fashioned goods, more or less travel or movies, ¢tc., but 
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any such effects will necessarily be slow and statistical observation will reveal 
the trend in time for the planning board to provide the necessary adjustments. 

Whatever the differences in demand and consequently in price relationships, 
the function of price as the equilibrator of supply and demand and the rules of 
pricing remain the same. This is certainly a truism, yet it has not only very im- 
portant implications for planning, but it is also the reason why we can have 
statements of economic theory applicable to all kinds of institutional arrange- 
ments. 

Evidently, Dr. Pegrum himself does not completely deny this possibility for, if 
the requisites for maximizing income will be the same under any form of eco- 
nomic organization, as he explicitly states, then a “‘universal’”’ theory explaining 
these requisites can be worked out. On the other hand, he maintains “that 
economic theory cannot be universal but on the contrary must be conditioned by 
historical developments and contemporary circumstances.” How can these two 
propositions be reconciled ? If he merely means to say that not all statements of 
pure theory can be made independent of institutional presuppositions, then he 
is of course right, since market prices are different under monopoly, duopoly, 
limited competition, and perfect competition. There can be analogous differences 
in prices imposed by central authorities. But who ever did deny that types of 
institutional arrangements, differing in the degree of competition which they 
permit, are essential data for many theoretical considerations? Who ever did 
suggest that theory should be “limited by the concept of perfect competition,” 
so as to neglect monopoly and semi-monopoly? Yet making many statements of 
price theory dependent on the degree of competition and thereby on the type 
of economic organization does not force the theoretician, as a theoretician, to go 
into any details or into the historical background of any organizational set up. 
Nor does it preclude the claim of universal validity for other statements, which 
are concerned only with the requirements of optimal economic action. Nobody 
can take issue with Dr, Pegrum’s suggestion ‘“‘that the contributions of both 
pure theory and empirical study .. . be . . . integrated’; but integration of two 
ways of approach into the totality of our science does not require confusion of 
their methods, and some passages in Dr. Pegrum’s article come at least danger- 
ously close to advocating such confusion. 

Professor Pegrum entertains a sound skepticism concerning the blessings of 
revolutionary procedure, and he believes that revolution is the only way to in- 
troduce national economic planning. He does not give arguments of his own for 
this belief, but refers the reader to Oscar Lange, from whom he quotes this 
statement: “A socialist government really intent upon socialism has to decide to 
carry out its socialization program at one stroke, or give it up altogether.” Lange’s 
essay “On the Theory of Socialism’’ has deservedly become a classic not only on 
the theory of socialism but also on the theory of national economic planning, yet 
that is no reason to consider his opinions, and particularly his opinions on the 
methods of transition, the only ones that an advocate of planning can hold in 
consistency with his aims.* Barbara Wootton, Mordecai Ezekiel, Eduard Heimann, 
‘o mention only a few names of writers concerned with the theory of planning, all 
agree On the inevitability of gradualism in the establishment of a planned society, 


‘I have some doubts if Lange really meant, to use Pegrum’s words, that the change 
st be catastrophic.” Personally, I feel that Lange’s mistake is not so much readiness to 
“cept catastrophe es it is an illusion about the possibility of avoiding catastrophe without 
gradualism (and also, over-estimation of the difficulties of a gradualistic policy). 
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although they differ widely in their opinions on other aspects of the problem. 
In view of their explicit statements, it is unjustified to say that the period of 
transition ‘‘is not discussed by most of the writers on the subject,” or to imply 
that the prevailing opinion of those who have spoken is revolutionary.® 

But more important than counting majorities in favor of revolution or evolution 
is the investigation of the real possibilities. Is there room for gradualism in the 
introduction of planning? A planned system cannot be built up like a body of 
factory laws where one element can be added to the other over a period of 
decades. However carefully and gradually we may carry out the intellectual and 
psychological preparation, there must be one year in which the national economy 
is first put under the guidance of the national plan. In other words, there may be 
a step by step development first, but there must finally be a leap. 

Yet this leap need not be a catastrophe or a political revolution, and it will 
mean the end neither of democracy nor of private enterprise. There is every 
reason to believe that some day in the not too distant future the elected tep- 
resentatives of one or several democratic nations will adopt a system of planning 
because they find the continuation of business instability intolerable. This reform 
will not interfere with the operation of representative government or the 
guarantee of civil and political rights. In preventing panic and witch-hunting 
it will preserve values of civilized life that might otherwise be lost, and the 
continuity of ideas and cultural and political institutions that a revolution might 
interrupt. It is true that a national plan, if it is to be worth anything, must be 
all-inclusive and unified, and in this sense the statistical agencies, responsible for 
plan-making, must be radical. But once the plan has been worked out, so that we 
know which economic processes are to be performed, we may apply a variety of 
means to secure their performance. Generally, it will be far better to make com- 
pliance with the plan profitable than to make it compulsory, and if we can 
induce the more important economic units to act in the desirable way, we may 
depend on the others following suit by themselves. (Where new factories are 
built, barber shops and movie theaters will appear in the neighborhood without 
any initiative by the planning board.) Small Business, then, may well remain 
entirely unaffected, except that it will have a secure and stable market. Big Busi- 
ness will have to accept the guidance of the planning board, but it will enjoy the 
tremendous opportunities of modern mass production without fluctuations in 
sales. Whether private Big Business will remain in the long run after it has lost 
its function of economic leadership to the public planning agency is a matter of 
historical speculation, but if it will disappear there will be no collapse, but a 
gradual transition to socialistic forms. 

Dr. Pegrum, like many other authors, seems to imply that planning is a sort 
of adventure which some unruly spirits want to undertake without any more 
cogent reason than the desire to gratify their own lust for experimentation, anc 
with the whole of society as the risk bearers. I can fully understand this attitude 
if taken by an economist who believes that we can restore a competitive econom) 
and thereby eliminate the causes of economic instability, but Dr. Pegrum certainly 
does not share this opinion. Nor would he deny, I spe * that our political as 
well as our economic system will be most seriously endangered if we cannot 
stabilize production at a high level of employment, and especially, if we cannot 
prevent the post-war slump. Mere preservation of the present economic system 
contains little promise of escape from catastrophe. But if we cannot stay where 
we are, where can we go, with some hope of reaching safety and new prosperit) 

° This is at least true in the Western countries. The Russian writers are, of course, com 
mitted to the idea that planning can only be introduced by revolution. 
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except in the general direction of a planned economy ? If this is not a convincing 
argument for planning, it should at least be a reason for conservatives, perhaps, 
even more than for liberals, to give the idea of planning a somewhat more 
sympathetic consideration than it has received in Dr. Pegrum’s article. 


CARL LANDAUER 
University of California, Berkeley 


Rejoinder 


ait 


from positions under socialism; they present too many disconcerting obstacles. 
Professor Landauer disagrees with my contention that a universal theory is 
impossible. This difference seems to turn on our concepts of theory and science. 
if theory is merely formal logic, then the validity of the results depends upon 
the validity of the assumptions made. The solution is for mathematicians and 
ogicians, not economists. The use of economic terminology in the assumptions 
does not give us any more information about the nature of phenomena we are 
trying to deal with than is contained in the assumptions themselves. Of course 
mathematical technique may be an invaluable aid at times, but there are many 
other factors not amenable to it which must be included. Unfortunately, pure 
‘neory and empiricism cannot be categorically separated if we are to solve 
problems of the world in which we live. It may be desirable to avoid confusion 
of methods, but at least we are in sad need of fusion. 
_ Pure theory is based upon a strictly mechanistic concept of science. Even within 
this framework little progress has been made toward the development of 
ynamic theory. But economics is a social science and its concept of dynamics 
‘nnot be confined to the mechanistic. Social processes are evolutionary and 
“conomic activity is part of them. Pure theory has been of little assistance so far 


831 
; Professor Landauer agrees that pure theory does nothing more than solve a 
formal problem. The importance of this formal solution to a program of recon- 
ruction depends upon the degree of approximation of the underlying assump- 
tions to the realities of economic life. The mathematical or logical analysis of 
ic relations is essentially a static approach. It achieves its solution by 
king extremely simple assumptions the logical implications of which are then 
worked out as a theoretical exposition of the possible and “‘ideal’’ results of the 
mptions. Perfect competition is the ideal for the maximization of income. A 
nning board could achieve this result by utilizing the parametric function 
prices if the assumptions underlying the theory of perfect competition actually 
xisted. But why would a planning board be necessary under such circumstances ? 
When conditions of imperfect and monopolistic competition, with all the 
plexities they present in real life, are encountered, the possibility of using 
parametric function breaks down. Prices can no longer be treated “‘as if” 
ise prices are no longer data to which adjustment can be made. The prices 
m part of the adjustment process. The guides of competitive price theory lose 
their force because the conditions have been removed, by technical as well as 
nstitutional factors. As competitive forces recede, it becomes increasingly difficult 
to maximize income, and it is impossible to do so under total monoply. Central- 
planning, by controlling production completely, is faced with the necessity 
f solving a monopoly and not a competitive problem; yet the technique to be 
ployed is based upon competitive theory. The theoretical solution is too simple 
ra working model of a world that insists upon becoming more complex all the 
time. Professor Lange wisely removed Professor Chamberlin and Mrs. Robinson 
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in dealing with such phenomena. How, then, can the claim be advanced, that it 
is “universal” ? 

I do not know what Professor Landauer means by “planning.” In the first 
part of his comment he supports the arguments ‘that the socialist state cap 
dispense with competitive forces over the entire field of production and in their 
place substitute the rational calculations of a central planning board. This means 
the elimination of private enterprise and the substitution of complete state 
monopoly. If this is the case the competitive concepts of the optimum firm and 
maximizing of income are inapplicable to such a situation. 

Professor Landauer evidently does not intend to go to this extreme, however 
In other parts of his comment he indicates that he would retain private enterprise 
and would utilize the profit motive. Does this mean that he would preserve, and 
possibly restore as much competition as possible, and impose regulation, such as 
we use with public utilities, where competition was inadequate? If so, how would 
the “planning” differ from present arrangements? Would the central planning 
board take over the functions now exercised by our many regulatory agencies, 
or would it be an additional board? Professor Landauer accepts the theory of 
planning but seems to be reluctant to abandon existing methods of implementa. 
tion. He is thus trying to ride two horses at the same time and as Al Smith once 
said, “This can be done only in a circus.” 

Professor Landauer insists that the introduction of national planning can be 
accomplished by a procedure of ‘‘gradualism.” This gradualism is not, however, 
the equivalent of the evolutionary process of moulding and adapting institutions 
to meet changing circumstances as they arise. That is, the approach is not 
empirical. ‘A planned system cannot be built up like a body of factory laws.’ 
The gradualness is purely intellectual. (In vacuo?) What the accompanying 
environmental conditions would be neither Professor Landauer nor anybody else 
has described. But the final change must be a “leap.” Professor Landauer is 
evidently caught in the very confusion of methods he so much wishes to escape 
We can still paint our pictures of heaven and we can still prepare souls for the 
next world, but when the end comes we still leap into the unknown. 

The fundamental difficulty is that static theory will not expose evolutionary 
processes. The real confusion of methods arises from the endeavor to erect a 
social structure, with its inevitably accompanying social processes upon static 
theory which by its very nature recognizes no such processes. The necessity 0! 
“creating the institutional and socio-psychological presuppositions for planning 
concedes the necessity of expanding the scope of economics beyond the spher« 
of competence of pure theory and mathematical logic. 

The relationship of the state to economic activity appears in bold relief in the 
literature on planning and in much other discussion of present-day problems o! 
reconstruction. Professor Landauer’s comment implies that a closer union of the 
state and economic activity is inevitable and desirable. That the control anc 
direction of economic activity is undergeing fundamental changes is beyond 
dispute, but it seems to me that the nature of the change is still an open _ 
The growth of democracy has been characterized by a growing diversity of control 
over social activities. The separation of church and state was one of the great steps 
in that direction. The growth of capitalistic enterprise has been a further step 
There is strong evidence to support the hypothesis that the struggle we are n0¥ 
witnessing is a phase of a revolutionary movement with the relationship 0 the 
state to economic activity as the focal point. The identification of the state wi" 
economic activity which is the corner-stone of socialist lanning simply restores 
medievalism on a new plane. How such planning can be accomplished without 
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totalitarianism has not yet been demonstrated, and empiricism is wisely shunned 
by the proponents of planning. Conservatives may give planning sympathetic 
consideration as the nearest alternative to status quo, but the result is more likely 
to be status ante—almost antediluvian. The development of “‘statism” on the 
continent of Europe cannot be explained away on the hypothesis of “unfortunate 
accidents.” 
D. F. PEGRUM 
University of California, Los Angeles 


Economic Rent: In What Sense a Surplus? 


Students of economics have long been handicapped by the fact that many of its 
terms are used, by various economists, in widely different senses. Even when a 

rm seems to have acquired a clear and definite and generally accepted meaning 
in the craft of the economists, there is no guarantee that innovators will not 
adopt a new meaning for it and be extensively imitated. 

It has been so with the word ‘“‘rent’”’ which, to the classical economists, meant 
rent of land but which, about the turn of the century, began to be applied to the 
yield of produced capital. As the then “modern” and “up-to-date” economists of 
bout the year 1900 began to blur the distinction between land and produced 
apital and between the income from the one and from the other, and to follow 
the man in the street in using the term “‘rent” for both, it was still possible for 
those of us of a different point of view to make ourselves clear by referring to 
economic rent.”’ By using the modifying word “economic,” we could still make 
lear that we were referring to the yield of land as such, i.e., of land in the 
strict economic sense, exclusive of improvements made by an owner or tenant in 
it as well as on it. 

But now it begins to look as if even this privilege is to be denied us and as if 
once more the very terms by which we have tried to emphasize a distinction we 
have considered important are to be appropriated and turned to other purposes 
by economists who have no sympathy with us. Indicative of this apparent trend is 
the recent book by Professor Kenneth E. Boulding of Colgate University, entitled 
Economic Analysis. To Professor Boulding, economic rent is not just the yield 
of land ownership—indeed, he seems to feel that much of this yield is not even 
to be included in it—but rather is “‘any payment to a unit of a factor of production 
nan industry in equilibrium, which is in excess of the minimum amount necessary 

keep that factor in its present occupation.’’? 

Professor Boulding makes it very clear that he regards wages as, in part, eco- 
nomic rent. Many workers would stay in the particular line of work they are in, 
even at appreciably lower wages than they now receive, and the excess over the 
amount necessary to keep them in that particular line is economic rent. Boulding 
illustrates by reference to the occupation of weaving, in which, at $20 a week, 
he supposes 1,000 willing to work, each extra dollar per week increasing by 100 
the number of men “willing to work at weaving.”* And, according to Professor 
Boulding: “The higher the wage, the greater will be the economic rent received 
by all those workers who would be willing to work at a lower wage, and the 
treater will be the economic rent received by all workers.’’ 


w York, Harper, 1941. 
mic Analysis, p. 229. The italics are mine. 


p. 230. 


834 Communications [ December 


On the basis of such a presentation, a very large part of the rent of land would 
definitely not be “economic rent.” And so the expression “economic rent’’ comes 
clearly to exclude a large part of what, originally, it was specifically chosen to 
mean! For whenever a piece of land can be used almost equally well to produce 
two or three different kinds of goods, any appreciably lower yield from that 
land in one use than in the other or others would cause the land to be withdrawn 
from such use. And so the owner of a piece of land in a centrally located business 
block of a large city who derives (say) $20,000 a year on the land from , 
tenant who uses it for a particular kind of merchandising, but who could derive 
$19,900 a year if the land were used for another kind of merchandising or for 
banking and finance, does not really have $20,000 of economic rent but only $100! 

Any part of the price of a commodity which is necessary to keep the worker 
or the capital or the land in the business of producing that particular commodity 
for sale is mot economic rent in the view of Professor Boulding.® 

Yet on a later page of his book the author includes in “economic rent” a con- 
siderable part of what he has previously excluded. For on this later page he 
defines economic rent as ‘‘any payment to the owner of a factor of production in 
excess of what is required to keep that factor im continuous service.’* Here he 
does not say “in its present occupation.” And the context is consistent with the 
new definition. For, advising that the legislator should “wherever possible, attack 
economic rent,’’? and expressing the opinion that ‘‘a properly constructed in- 
come tax falls to a very large extent on economic rents,’’® he immediately goes on 
to say:® “In so far as it applies to all occupations it does not affect relatin 
profitabilities, and so cannot be escaped by shifting occupation.” By fairly clear 
implication, then, as well as by his second formal definition, it would seem that 
Professor Boulding considers that part of a taxpayer’s income which can be thus 
successfully taxed away from him to be economic rent. 

Perhaps we should not be unduly critical of a careless slip into an inconsistent 
taxonomy. But it does seem unfortunate that the expression ‘‘economic rent” is 
now coming to be twisted, by some writers, out of all semblance to the meaning 
which has usually been given to it. Does not this inevitably tend to confuse 
students of economics? And does it not tend to turn their attention away from the 
problem of who should enjoy the rent of land? . 

When “‘economic rent” is taken to mean the rent of land exclusive of indivic. 
ually made improvements in or on the land, it is natural to ponder the question 
how such rent differs from income produced by work or income attributable 
(‘imputable”’) to constructed capital. A considerable number of students 0! 
economics have come to the opinion that the rent of land (so understood) is prop 
erly to be regarded—with only insignificant qualifications—as an unearned \0- 
come, an income not received in return for any service given to those from whom 
it is drawn. The wages of labor, on the other hand—although it is to be recog: 
nized that some labor is devoted to anti-social ends—and the yield on constructe« 
capital are, in general, earned by equivalent service given. o. 

But now we have our attention turned away from the contemplation of suc) 
distinctions as this into the question whether it would not be possible for the 
state to take a large part of the earnings of labor without thereby causing 


Op. cit., p. 232. 

* [bid., p. 787. The italics are mine. 
Loe. cit. 

Loc. cit. 

’ Loc. cit. 
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workers to cease working. We no longer are urged to inquire—certainly such 
writers as Professor Boulding do not urge this—whether it is socially desirable 
that incomes enjoyed by the citizens of a country shall have any close relation 
to their productive contributions. Instead, the question is how much can we 
squeeze out of them, even of what they fairly earn, while yet not causing their 
labors—or their savings—to cease (wholly or in large part). What if a large 
group of men are completely enslaved, either by individual masters or by gov- 
ernment, and so are forced to work by the lash or the knout? Is everything they 
produce beyond enough to maintain their ability to work to be regarded as “‘eco- 
nomic rent”’? 

One wonders if this recent concept of “economic rent’’ is in some sense— 
though, of course, not consciously—part of the current swing toward social con- 

|, toward regimentation, toward totalitarianism. 

Is the expression “economic rent’ now to do duty for every sense in which 
we may say that there is a “surplus” ? If so, what can the economist who believes 
the distinction between income from land ownership and other income to be 
important do about the matter? Will he, for long, be permitted the use of any 
term to express his meaning ? 

HARRY GUNNISON BROWN 

University of Missouri 


Professor Whittaker on Indifference Curves: A Rejoinder 


In the September, 1941, number of this Review (pp. 569-70), Mr. Arthur 
Kemp drew attention to the treatment given to indifference curves in my book, A 
History of Economic Ideas, raising the possibility that readers may conclude 
that the early curves of Alfred Marshall, in his work, entitled The Pure Theory 

f Foreign Trade and The Pure Theory of Domestic Values, are identical with 
those constructed more recently by members of the Paretian school, such as Hicks. 
Of course this would be incorrect and I am grateful to Mr. Kemp for men- 
tioning the matter. The Pareto-Hicks indifference curve goes we to Edge- 
worth’s Mathematical Psychics (1881), though Irving Fisher, in his Mathe- 
matical Investigations in the Theory of Value and Prices (1892), claimed inde- 
pendent discovery and took a position more nearly that of the Paretians than did 
Edgeworth. What I had in mind in arranging this section of my book was the 
elaboration of the Paretian indifference curve concept, applied in Marshall's 
problems of international trade, in Edgeworth’s article on “The Pure Theory of 
International Values” (Econ. Jour., 1894), and that by W. E. Johnson on “The 
Pure Theory of Utility Curves” (Econ. Jour., 1913) ; but probably it would have 
been better to confine the name “indifference curve” to the Paretian line of 
equal utility and employ some other designation for Marshall’s curve. However, 
there appear to be certain confusions in Mr. Kemp’s statement which it may be 
well to clear up. 

lf the Marshallian graph reproduced in my book be compared with, let us say, 
Figure 1 of Hicks’s Value and Capital, it is evident that, superficially at all 
events, different topics are dealt with. Marshall was examining the market be- 
tween two trading groups, Hicks the choice of an individual between two com- 
moaities. But, as each of Marshall’s groups was supposed to enter the market 
possessing the entire supply of a single commodity and to endeavor to bargain 


Vaiue and Capital, p. 15. 
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some of it for part of the other’s commodity, obviously Marshall’s problem to 
some extent reduces itself to that of Hicks. 

In the Marshallian diagram, the ordinates do not refer to quantity of goods 
and total utility, as Mr. Kemp asserts, but simply to quantities of the two com. 
modities, which is exactly what is measured on the base plane or ground floor 
of the solid represented in Hicks’s figure. Above this base, Hicks constructs his 
solid, a side of which depicts the total utility of different amounts of one of his 
commodities, while an adjacent side shows the total utility of successive quantities 
of the other. The top is a utility surface, representing the total utility of the 
various possible combinations of the two commodities. The contours of this 
utility surface, so to speak (that is, lines of equal height above the base or equal 
total utility), are projected on the base plane to give the indifference curves, 
forming an indifference map, just as in geography the heights of land are re. 
flected by contour lines on a flat surface, making a contour map. Indeed, since 
the indifference curves of Hicks and his friends have the same relationship to 
the utility surface as geographical contour lines have to the surface of a country, 
one might suggest utility contour lines as an alternative term by which to describe 
them. And in support of this name, it can be said that Pareto himself admitted 
inspiration from geographical contours, 

Marshall’s figure, of course, contains nothing corresponding to Hicks’s solid 
Yet we could change the Marshallian construction by including in it only a single 
group of people, say those of England. Then, instead of plotting (as Marshall 
did) the quantity of cloth given for so much linen, we could show the quantities 
of these two goods possessed after successive exchanges. Lastly, above the curve 
obtained in this manner, we could erect a series of verticals (in the third dimen- 
sion, thus changing Marshall’s diagram into the representation of a solid), 
whose heights measure the total utility of the different combinations of cloth 
and linen. We would now require only to imagine that a single representative 
Englishman takes the place of the inhabitants of Marshall’s England for the 
Marshallian figure to parallel almost exactly that of Hicks. And, be it noted, even 
without these alterations, the two constructions are alike in that both of them 
portray the combination of commodities on a plane where is measured only 
preferences (as reflected in quantities exchanged), not utilities. 

But Mr. Kemp goes further. He accuses Marshall of basing his work on ‘4 
utilitarian philosophy” from which—by implication—the Paretians are held to 
be free. It is difficult to agree fully with this view. It is true that economists of 
Pareto’s school formally renounce the assumptions of utilitarian psychology: yet, 
as is the case in Hicks’s Figure 1, they draw curves whose nature is easily ¢x- 
plained in terms of the twin Benthamite postulates that utility is positive and 
diminishes? but which are hard to understand without these. Surely the point o! 
difference here between Marshall and Hicks turns on the practical problem ot 
measurement rather than on an underlying philosophy. Where Marshall seemec 
to anticipate that means would be discovered to measure utility, the followers 0! 
Pareto—including Hicks—accept its immeasurability and elaborate their system 
so as to avoid any need for measurement. 

EDMUND WHITTAKER 


University of Illinois 


* See pp. 109-10 of my History of Economic Ideas. oh 
* Any remaining doubts on this subject may be resolved by a perusal of Hicks’s artic 
on “The Foundations of Welfare Economics,” Econ. Jour., Dec., 1939. 
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Labor Productivity in Tire Manufacturing: A Reply 


Labor Productivity in Tire Manufacturing: 
A Reply to L. G. Reynolds 


In his review of The Productivity of Labor in the Rubber Tire Manufacturing 
Industry in this Review (June, 1941, p. 415), Mr. Reynolds made several state- 
ments which require a reply. 

He said, ‘“The conclusion that ‘unstable conditions in labor relations have been 
in large measure responsible for the reduced rate of productivity increase since 
1933’ (p. 181) is mot supported by adequate evidence.” The paragraph from 
which this statement, torn from its context, was quoted appears on pages 180 
and 181 in the chapter entitled “Summary and Conclusions.” The evidence in 
support of the statement quoted by Mr. Reynolds is to be found principally on 
pages 106-21 and 172-75. It includes an account of the effects upon the industry 
of section 7A of the N.R.A.; of the A.F. of L. and the C.1.0. organization drives ; 
and of the spectacular increase in the number and severity of labor disputes. The 
discussions relating to such matters as the controversies over “majority rule,” the 

union shop,” the “speed-up,” and the movement toward decentralization afford 
additional evidence. Numerous references have been cited to industrial, union 
and governmental sources of information concerning these topics. 

Mr. Reynolds said, ‘“The discussion of the distribution of the gains from in- 
creased productivity . . . exhibits theoretical confusion at several points. The 
statement that money wages in a particular industry ‘normally reflect changes 
in productivity,’ and that ‘the marked upward trend of wages in the tire industry 
is largely explainable in terms of increasing labor productivity’ (p. 144) applies 
to e particular industry propositions which are true only of the economy as a 
whole, and moreover confuses marginal with average productivity.” 

| see no reason why the fact that the above statements are true for the economy 
asa whole should preclude their application to a particular industry. The evidence 
which I have been able to assemble suggests that both generalizations are true 
of the tire industry. Although the data are much too lengthy to present here 
they may be summarized as follows: 

|. The trends in the average productivity series and in the wages series are 
similar. 

2. The plants with the highest productivity tend also ni me the highest wages.” 
3. The various incentive wage systems in use in the industry establish definite 
relationships between individual earnings and individual output.* 

It has not been contended that these conditions exist without exception. Several 
ther factors such as the extent and character of union organization, cyclical 
nfluences, and institutional changes have been discussed in relation to their 


‘See Tables IX and XVIII. 
pp. 166-67. 
"See pp. 95-97 and 142-45. 


237 
eliects upon wages. But it is my belief that the evidence substantiates the state- 

nts quoted by Mr. Reynolds. 
Mr, Reynolds’ charge that my work confuses marginal with average productivity 
ems to me to be particularly unfounded. In the section of chapter I on Methods 
i Procedures (pp. 21-24), special pains were taken to prevent any reader 
falling into this error. Moreover, the paragraph immediately following 
‘he statements citicized by Mr. Reynolds for confusing marginal with average 
Productivity reémphasizes the distinction as follows: ‘It should be noted again 
‘nat the productivity measures used in this study represent changes in physical 
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output per unit of iabor over a period of time—that is, changes in average pro. 
ductivity. As such they have no direct connection with the theory of marginal 
productivity by which wage rates or the proportions of the factors employed « 
any given moment of time are determined. Thus all that we may conclude js 
that an increase in the average productivity of labor in the industry over , 
period of time tends to raise the marginal productivity of workers in the industry 
and so tends to raise wages.” 
JOHN DEAN GarrFry 


Rensselaer Polytechnic Institute 


Wage Increases and Employment: Reply 


In his discussion of ‘Wage Increases and Employment,’’? Mr. Mosak has, | 
believe, missed the point I tried to make in my note.? That point is that, under 
certain conditions, a monopolist faced with increasing labor costs might find it 
more profitable to increase rather than decrease employment. 

The conditions under which this is likely to obtain are (1) that the demand 
schedule for the monopolist’s product is more elastic in the lower-price ranges 
than in the higher-price ranges, and (2) that before wages are raised the 
monopolist is eters at less than full plant capacity, so that multiple shift 
operations may be introduced. In such a situation, cutting the work week while 


hourly rates were raised would force the monopolist to re-determine his output 
Given a demand of sufficient elasticity along its lower reach, the monopolist 
might find it to his advantage to operate two (or more) rather than a single 
shift. Thus, employment and output would be increased and unit prices would 


fall. 
Mr. Mosak argues that my view is in error because, if an increase in produc- 


tion would result in larger profits after wages are increased, a similar increase 
would surely have resulted in even greater profits before wages were raised 
Therefore, if his goal was the maximization of profits, the monopolist should 
have increased both production and employment without any regard to wage 
changes. In Mr. Mosak’s words, ‘if a bigger output is more profitable after the 
increase, it must have been all the more so before the wage increase.” This criti- 
cism is not 4 propos, My argument is that, after wages were raised, a bigger out: 
put might yield a greater profit than a smaller output—or vice versa; but under 
either circumstance, after wages were raised, profits would be smaller than before 
the wages were raised. This position, I believe, does not involve the error Mr 
Mosak accuses me of having committed. 
SIDNEY C. SUFRIN 


Washington, D.C. 


‘Am. Econ. Rev., June, 1941, vol. xxxi, p. 330. 
*““Monopolies and Labor Regulation,” Am. Econ. Rev., Sept., 1939, vol. xxix, P 


6s 


pro- 
ar ginal 
at 
lude is 
over a 
dustry 


"FEY 


has, | 
, under 
find it 


jemand 
ranges 
sed the 
le shift 
k while 
output 
nopolist 
a single 
; would 


produc- 
increase 
» raised 
- should 
to wage 
ifter the 
his criti: 
ger Out: 
ut under 
n before 
rror Mr 


UFRIN 


TEMPORARY NATIONAL ECONOMIC COMMITTEE: 
REVIEWS OF MONOGRAPHS 


2: Families and Their Life Insurance. By DONALD H. DAVENPORT and 
GERHARD A, GESELL. Pp. 168. 25c. 

lo, 28: Study of Legal Reserve Life Insurance Companies. By GERHARD A. 
GesELL and ErNeEstT J. Howe. Pp. 466. 50c. 

No. 28-A: Statement on Life Insurance. Pp. 84. 


Any comprehensive inquiry into the nature and extent of economic control 
within the United States must necessarily involve a consideration of insurance. In 
the T.N.E.C, investigation, insurance occupied a prominent place judged by the 
space consumed, The survey of this one area, and limited entirely to life insur- 
nce, consumed some 4,100 pages in hearings (Parts 4, 10, 10-A, 12, 13 and 28) 
and over 700 pages in monographs (nos. 2, 28 and 28-A). Monograph no. 28 
is a review of the evidence brought out in the hearings as interpreted by the 
authors and gives a fairly comprehensive picture of what those in immediate 
charge of the insurance study wished to develop through hearings and their own 
investigations. In addition to this, monograph no, 2 supplies information in the 
field of industrial insurance, and monograph no. 28-A some supplemental argu- 
ments by representatives of the Securities and Exchange Commission. Additional 
information from the life insurance company point of view will be found in an 
appendix to Part 28 of the Hearings (pp. 15671-15730). Finally, the statement 
by Commissioner Pike in the Final Report (pp. 559-602) is an excellent sum- 
mary of the various aspects of life insurance considered by the insurance staff 
together with its views and recommendations. 

The T.N.E.C, approach to the insurance investigation, broadly viewed, assumed 
that insurance, though socially desirable, as now organized places too much 
power in the hands of too few people and includes certain practices harmful to 
the best interests of the insured and the — generally. An inquiry running in 
these terms, in addition to compiling evidence, requires a statement of the stand- 
atds used to measure harmful practices and undue power. It cannot properly be 
assumed that those who make use of the results will be able to set up adequate 
standards drawn from their own experience. When does an insurance company 
become too large? At what point does an insured buy too much insurance? Under 
what conditions is lobbying socially undesirable? When are insurance reports 
inadequate ? 

Unfortunately the insurance staff of the T.N.E.C. did not set up such stand- 
ards, Perhaps they felt the task an impossible one. It is difficult though, for the 
most of the issues raised, not impossible. There is a body of carefully drawn 
opinion to be found among recognized writers in insurance, in accounting, in 
investments and allied fields. To this can be added outstanding legal opinion 
and such modifications as the investigator himself sees fit to add if drawn from 
experience or logical reasoning. The resulting ‘“‘generally accepted standards” will 
most certainly be open to attack and not acceptable to all. But they can reflect 
the best current thought, they can give definitive form to the assumptions upon 
which the investigation is based, and they can supply standards against which 
empirical evidence may be tested. If such standards are not supplied for problems 

‘ the type raised by the T.N.E.C. staff, it is altogether likely that issues and 
evidence will lower to a level of endless debate. In no small measure this is what 
happened in the insurance investigation. The use of legal talent in the conduct 


+ 


‘ the investigation contributed materially to this end. Not all of the investiga- 


hg 
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tors were lawyers; and not all of the participating lawyers followed the “advice 
of counsel” approach. But one cannot read the evidence submitted or note the 
general conduct of the hearings without also observing a strong undercurrent of 
one-sided, evasive argument. In the absence of adequate standards and with 
neither investigators nor witnesses entirely frank, the summary results could not 
be of the highest quality. 

We come then to the evidence submitted. Not much more can be done here 
beyond a statement of the main areas considered with a brief indication of the 
character of the evidence. 

During the past thirty years life insurance has grown rapidly. Insurance in 
force has passed the 100 billion dollar mark and assets approach 30 billion. Over 
300 legal reserve companies manage this business. Seventy-five of these had 
assets as of December 31, 1938, aggregating over 26 billion dollars; six had 
assets aggregating over 16 billion. Here are both bigness and concentration. From 
the insurance company’s viewpoint, this suggests excellent insurance leadership 
with equally generous response on the part of the insured to save and protect 
their own. That such a large fraction of the insurance should happen to be written 
by only 6 companies indicates nothing more than sound aggressive management 
To the T.N.E.C. insurance staff, this bigness and concentration has resulted 
mainly from an insatiable desire to grow, reflecting itself “in a race between com- 
panies each striving for size for the sake of size alone. . . .” It has “bred socially 
undesirable sales practices which forced growth beyond that attributable to normal 
demand.”’! ‘In view of the fact that an 800 per cent increase in assets has been 
attained since 1906 the prospects of further accumulation of assets in the future 
gives some cause for concern.’”? 

Life insurance companies are run by boards of directors. These directorates 
rarely interlock as between life insurance companies but usually do with other 
companies, especially banks and industrial corporations, ‘The 5 largest {life 
insurance} companies interlock with 780 corporations, including 145 banks and 
100 other insurance companies, mostly fire and casualty concerns.”* The banks 
with whom these 5 companies have interlocking directors have total assets of over 
15 billion dollars.‘ The insurance staff of the T.N.E.C. cite a small amount of 
evidence of favoritism growing out of these connections; they cite much stronger 
evidence of failure of ‘“‘outside’’ directors to attend life insurance directors’ meet 
ings. They also cite instances of life insurance directors benefiting personally bj 
their position through security and real estate deals and the borrowing of funds 
from the company. These latter cases related mostly, though not entirely, to the 
smaller life insurance companies, most of which later became financially 10- 
volved. Regarding weak companies, and some which were merely small, con- 
siderable evidence was presented by the insurance staff indicating financial racket 
eering through reinsurance, holding companies and the conversion of companies 
from one legal status to another. Regarding these matters the insurance com 
panies stated that they were either not contrary to state insurance law or were 
isolated irregularities to be expected in any business as vast as that of life insur 
ance today. It was especially emphasized that among the 26 largest life insurance 
companies, where the insurance staff made its most intensive investigation, n¢ 
instance was found “in which a director of a life insurance company controlled or 


* Monog. no. 28, p. 10. 

* [bid., p. 12. 

* Final Report and Recommendations of the T.N.E.C., p. 582. 
*Monog. no. 28, p. 31. 
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selfishly influenced the decisions of his fellow directors either in that company 
or in any other corporation.” 

Boards of directors of life insurance companies are in practice self-perpetuating 
bodies. For mutual companies, policyholders can vote; for stock companies, 
stockholders. But it is doubtful if one policyholder in a hundred even knows 
this and the machinery for voting is such as to discourage any one from attempt- 
ing it. This the life insurance companies will admit. In reply they point to 
policyholder disinterestedness, to the protecting hand of the state insurance 
commissioner, to the fact that continuing boards are especially needed for the 
business of administering long-term life insurance contracts, and that, anyway, 
they have a splendid record so why worry about disfranchisement. 

Life insurance officials from time to time hold conferences to exchange experi- 
ence and discuss problems of common interest. For example, they pool their 
actuarial experience to formulate tables for common use. They may agree to 
standardize various clauses and conditions of a policy or riders thereto. They 
may also agree to a schedule of uniform premium rates. Evidence gathered by the 
insurance staff of the T.N.E.C. is rather conclusive in showing common action 
by insurance companies in writing group life as well as group accident insurance. 
Uniform rates as well as uniform underwriting practices are the established 
rule. Uniform rates are also the rule for ordinary insurance among the leading 
stock companies and considerable common action has also been taken among the 
leading companies, both stock and mutual, in establishing rates for annuities.® 
From this and other evidence of common action, the T.N.E.C. insurance staff in- 
fers (1) that competition has been seriously limited in many important areas 
of life insurance, and (2) that the companies have acted with undue secrecy. 
The companies deny undue secrecy and while they admit common action they 
deny any stifling of competition beyond that absolutely necessary to assure the 
safety of policyholders. 

It might be expected that an examination of operating costs and experience 
would throw some light on this matter of competition. Part 10-A of the Hearings 
sets forth the operating results and investments of the 26 largest life companies 
for the years 1929-38. There is here a great array of comparative data, but the 
summary observations made from it hardly warrant the work entailed. It is 


bserved that: 


An ever increasing amount of the country’s savings are flowing to life insurance com- 
panies, which are in effect sterilizing the savings funds received and preventing them from 
wing into new enterprises or undertakings where the element of venture or risk is 
present. Thus the small business man or average industrialist is denied access to this more 
mportant capital reservoir. The life insurance companies, on the other hand, are finding 
hemselves unable to put their funds to work, and yet are clinging to the notion that in- 
nent in bonds is the only road to safety.” 


There is ample evidence that insurance companies do invest heavily in bonds 
and that this demand has helped to lower interest rates. But the alternative of 
buying equities, and especially in new ‘“‘venture’’ enterprises, is quite contrary 


, part 28, p. 15683. In citing here and elsewhere the views of life insurance 
the writer has drawn from a statement in the Hearings signed by 151 of the 
sai reserve life insurance companies in the United States. This list of 151 includes some 
tall of the leading companies and many smaller companies. 
¢ Hearings, part 10, pp. 4153-79; also Monog. no. 28, pp. 141-63;. also Hearings, 
pp. 15722-28. 


lOg. no. 


28, p. 378. 
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to the standards of safety commonly employed by life companies. They might 
add: “Let those whom we outbid put their money in venture capital.” The gen. 
eral lowering of interest rates has meant loss of income to insurance companies 
Another source of abnormal loss in recent years has been in annuities and another 
in heavy disability payments. These are reviewed by the T.N.E.C. insurance staff 
with this summary observation: ‘Many of the increased benefits and liberalized 
clauses which proved so disastrous were adopted because of severe competition, 
and were in response to sales needs rather than the result of any cost calculation,” 
The evidence submitted is insufficient to support this generalization. It is interest- 
ing to note, however, that here competition is admitted by the T.N.E.C. staf 
whereas elsewhere it is denied. 

The T.N.E.C. insurance staff devotes considerable space to sales aspects of 
insurance.? The argument runs somewhat as follows: Company management has 
an overdose of “growth for growth’s sake” philosophy. This spreads out through 
all the agents. The latter are deliberately coached to use an emotional rather 
than an intellectual sales approach, Sales contests spur the men on to ever larger 
volume. The result is poorly placed insurance ill fitted to the needs of the in. 
sured, high lapse ratios, large turnover of agents, and unnecessary increases in 
costs. A substantial amount of cogent evidence is presented in support of these 
observations. It would be difficult for life insurance companies to defend the 
data of high lapse ratios, of random hiring of agents and of childlike coaching 
of agents in their sales work. Some companies are, however, doing pioneer work 
in raising standards in this area. The insurance staff points this out though too 
little space is given to it. Thus the broad program of the American College of 
Life Underwriters is passed up with a footnote. 

When we come to the area of industrial insurance, “sales for sale’s sake 
reaches full flower in the eyes of the T.N.E.C. insurance staff. Their conclusions 
read as follows: 


Thus industrial insurance continues to exhibit the same inherent evils: High-pressure 
salesmanship, excessive lapse, extravagant cost, and finally, overselling and uneconomic di 
tribution of policies in the family... . 

. .. The conclusion is inevitable that industrial insurance has failed to fulfill its essential 
purpose. Either industrial insurance must be eliminated or the traditional method of cor 
ducting it must be drastically changed to eradicate its inherent weaknesses.” 


As evidence in support of their position the insurance staff prepared a summary 0! 
a W.P.A. field survey of insurance held by some 2,000 Boston families of the 
lower income class. Most of these families carried industrial insurance. The 
experience with this form of insurance was carefully tabulated and summarized. 

Further evidence was brought out in the extensive hearings on this type of insur 
ance.!? It is not possible here to review this detailed evidence. It does indicate 
high pressure selling and excessive lapse by any reasonable standards. The ev 
dence is not so clear regarding cost. Costs per dollar of coverage are higher than 
for ordinary insurance, but the conditions surrounding its sale are not favorable 
There is ample evidence of inadequate and often malplaced coverage if one uss 
only minimum standards of insurance needs. On the other hand, it is a fact that 


* [bid., p. 340. 

* See Monog. no. 28, section XV; also Hearings, part 13, p. 6505 ff. 
” Monog. no. 28, p. 305. 

“ Monog. no. 2, Families and Their Life Insurance. 

Hearings, patt 12. See also Monog. no. 28, section XVII. 
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this form of life insurance reaches far more people than all other forms com- 
bined, some 50 millions in fact, and that with all its shortcomings it does meet, 
in a measure at least, the protective and savings needs of this vast group. Per- 
haps this is its justification today and to such future date as something better 
(and economically possible) can be devised. 

Some evidence is presented by the insurance staff showing lobbying mainly 
to prevent the passage of bills by state legislatures which the insurance companies 
regarded as detrimental. The evidence indicated considerable cleverness in ac- 
complishing objectives. This the T.N.E.C. staff objected to in the absence of 
adequate disclosure and especially in view of the fact that the policyholders’ 
elected representatives are expected to look out for their interests.1* To this the 
insurance companies responded that itemized statements of lobbying items are 
filed annually with the state insurance departments and that it is the companies’ 
obligation to defend the interests of policyholders whenever and wherever 
threatened.14 

Mention should also be made of evidence designed to show that present meth- 
ods of preparing company statements (largely a product of state insurance require- 
ments) are antiquated, misleading, and insufficiently informative for policy- 
holder use. Certainly there appears to be ample room for improvement along lines 
now being developed by many industrial corporations. 

The issues raised as a result of the T.N.E.C. insurance investigation should be 
fairly evident from the preceding summary of evidence. A brief statement of 
these issues will have to suffice. As might be expected they center around the 
broad question of whether state supervision is able to provide satisfactory regula- 
tion. If it is, then improvement in that area is in order, If it is not, then either 
federal regulation must supplant the work of the several states or supplement 
t. The position of the insurance companies on this issue is that the state govern- 
ments have to date done a good job and can continue to do so. This may not be 
the position of every company official ; it certainly is of the vast majority of them. 
The T.N.E.C. staff would also continue with state regulation but improve it in 
certain particulars and strengthen it with federal law in selected areas. 

On the matter of improving state supervision, the T.N.E.C. staff recommends 
hat insurance commissioners be appointed from merit rather than political con- 
siderations, their tenure and salaries increased, and their duties confined to in- 

rance only, with adequate budget and personnel. Examination personnel and 
procedures should be improved with adequate publicity to operating matters as 
well as financial details. There should be closer licensing and supervision of agents 
in which higher training standards are required. Greater standardization of policy 
forms and provisions is mecessary so that the insurance prospect can form an 
intelligent opinion on the relative merits of two or more policies. Closer checks 
on the competence and activities of company managements should be made by 
state supervisory officials, All inter-company agreements should be worked out 
with the knowledge and consent of appropriate state supervisory officials, with 
‘ull publicity, and permitted only where competition is not affected. The ma- 
chinery for electing directors should be modified to make possible at least a 
minority of directors elected by popular vote of policyholders or stockholders, 

iuding the appointment of at least one public director to each board by the 
tate in which the company is domiciled. State laws should be broadened to 


M nog. no. 28, pp. 164-76. 
rings, Part 28, p. 15729. 
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ae 9 investment of a part of the assets of life insurance companies in common 
stocks.*® 

On the matter of the federal law strengthening state supervision, three sug. 
gestions are made by the T.N.E.C. staff. The first is a statute “preventing life 
insurance companies from using the mails, the radio, or other means or instr. 
mentalities of interstate commerce to sell insurance in a state where they have 
not been lawfully admitted to do business.’’** The second is an amendment to 
the National Bankruptcy act permitting life insurance companies to be brought 
under it in liquidation or reorganization proceedings. The third is a statute de. 
claring life insurance officials trustees in the eyes of the law with appropriate 
penalties for any act by an officer or director of a company contrary to strict 
fiduciary standards. 

While the statements just made appear as recommendations they also serve 
to focus attention on the frontiers of life insurance today. No recommendations 
were made by the T.N.E.C. staff regarding size of companies or the future of 
industrial insurance. They are simply left in the twilight zone of “something must 
be done about it.”” Even so they constitute very real issues. 

A final recommendation should be mentioned. The investigation by the 
T.N.E.C. was limited to life insurance companies. In view of this, they recom- 
mend “that an appropriate Committee of Congress or some designated agency 
of the Federal Government be directed to conduct a thorough investigation of al! 
forms of fire, casualty, and marine insurance.’’** Were this done, it is a safe guess 
the evidence would show far greater need for improvement in these areas than 
in the field of life insurance. 


G. WRIGHT HOFFMAN 
University of Pennsylvania 


No. 16: Antitrust in Action. By WALTON HALE HAMILTON, 1940. Pp. 146. 20c 

No. 34: Control of Unfair Competitive Practices through Trade Practice Con- 
ference Procedure of the Federal Trade Commission. 1941. Pp. 65. 10c. 

No. 38: A Study of the Construction and Enforcement of the Federal Antitrust 
Laws. By MILTON HANDLER. 1941. Pp. 100. 15c. 


The story of antitrust is told in monograph no. 16, how it came to be, how 
it has developed, what it has accomplished, wherein its shortcomings lie. In 
the main, however, ‘‘antitrust’’ refers to the Antitrust Division (Department ot 
Justice), not to antitrust law (statutes) or to antitrust policy (judicial con- 
struction in antitrust cases). Accordingly, the study is primarily concerned with 
procedure and administrative policy, rather than with substantive elements o! 
public economic policy. Within this restricted field the survey is exhaustive, the 
analysis brilliant. The author is never lost in the abundance of his marshallec 
“concretions.”” Nor does he permit himself to wander, foot-loose, in nebulous 
mists of “‘abstractions.”” There is exhibited an admirable balance of quest for 
fact and quest for meaning. 

The story begins by tracing the various forces which contributed to the estab- 
lishment of antitrust as an instrument of industrial government. It tells briefly 


These summary observations are drawn from Final Report and Recommendation 
the Temporary National Economic Committee, pp. 559 ff. 

Ibid., p. 42. 

" Ibid., p. 43. 
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of the limitations imposed upon effective enforcement by inadequate appropria- 
tions, the exigencies of the “higher politics,” emasculative rulings in the courts. 
But the main theme is in the account of how antitrust goes about its task as an 
enforcement agency: how cases arise or fail to arise; how investigations are 
-onducted or misconducted or defeated; how decisions are reached to proceed 
in equity, by indictment or in rem; how issues are joined or ignored or diciel 
in the courtroom; how suits are settled, decrees framed, their terms administered. 

The final section canvasses the major alternatives available for strengthening 
intitrust enforcement, implementing antitrust policy. The conclusion seems to 
be that an administrative agency, supplementary to antitrust, equipped for 
direct action,” freed of legalistic formalism, provides the most promising 
expedient. The reviewer was rather disappointed to find, at this stage, no refer- 
ence to the aims and the experience of the Federal Trade Commission. By what 
means and in what specific respects would the new administrative agency pro- 
ected be differentiated from the present Trade Commission? On what basis 
rests the hope that more salutary results may be achieved by the device recom- 
mended than have been realized from a quarter-century of administrative regula- 
tion of business instituted for the avowed object of supplementing and re- 


pal contemplation, the immediate objective of the 
ecome foes tessively popular. . . . Members of the 


tp.c. procedure. . . . It has 
industry and interested parties are afforded every assistance by the Commission. 
The substantial good achieved by t.p.c. rules points to the possibilities of 
future growth for the benefit of our national economy.” 
Although no attempt is made to analyze the results of the promulgation of 
p.. rules, or even to describe whatever efforts may have been made to enforce 
hem, seven pages are filled with adulatory endorsements by business men, trade 
journals, women’s clubs and chambers of commerce. el a is that public 


funds should be squandered by the publication of such chaff. 


In monograph no. 38 are surveyed the leading cases interpreting and applying 
the Sherman act to business, with incidental, one might almost say parenthetical, 
omment on the judicial construction of subsequent antitrust legislation. Despite 
the all-pervading generality of the act and the comprehensiveness of the title 
t the monograph, two sentences suffice to dispose of the application of the law 
) labor organizations. The bulk of the stay (some 80 pages out of 100) 
‘onsists of two sections, of which the first reviews the course of adjudication in 
‘ses involving collusive action among traders and the second reviews the cases 
‘Nvolving proprietary consolidation. This conventional division of the subject 
‘S convenient, for one reason because it enables the author to utilize to advantage 
ais earlier study of industrial mergers and the antitrust Jaws. But the device has 
‘ost much of its point, not only from repetitive use but also from shifts in the 
‘tend of judicial construction in recent years. 


nforcing antitrust? 

The authorship of monograph no. 34, an insignificant paper, is not acknowl- 

edged. It appears to have been prepared by the Trade Practice Conference Divi- 

sion itself. It has the tone of a report addressed by a subordinate to a superior, 

lesigned to impress the latter with the former's good works. Hackneyed phrase 

ind symbolistic shibboleth reveal familiarity with the routine procedure, slight 

vareness of its significance, its limitations, its fundamental problems. 

lo effectuate observance of these [114] laws by industry-wide codperative 
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In both sections an attempt is made to determine the critical, crucial, decisive 
factors upon which legality is supposed to hinge. It cannot be said that much 
success has attended these endeavors. A major difficulty seems to be that the 
analysis proceeds largely in terms of concepts which themselves need explon. 
tion. The author repeatedly recognizes this need, but he does not essay supplying 
it. Perhaps it is a task for which economists are better fitted. If so, there is ample 
et here for employing their talents. The lawyers would be much 
obliged for handy definitions of “market,” “industry,” “control,” “monopoly, 
“price leadership.” 

Of the recommendations advanced in the concluding sections, perhaps the 
most novel is the suggestion that corporate acquisition of stock in, or “control 
of,” one or more competing corporations of a net worth of more than $1,000,000 
be prohibited (with certain exceptions), while similar acquisitions “of corpora. 
tions with a net worth of $5,000,000 or more” be permitted, subject to the ad- 
vance approval of the Federal Trade Commission, _— grounds of “public 
interest.” Just how these provisions are to be reconciled is not made clear! Nor 
is their intent manifest. 

Likewise there appears to be need for clarification of the recommendation 
that ‘‘we maintain open, comprehensive, and complete files of all our industries 
At first glance, this conveys the impression, despite the ambiguity of the term 
“industries,” that essentially public corporations like the American Tobacco 
Company are to be required to keep their files open to the inspection of properly 
accredited representatives of governmental agencies at all times. This might wel! 
be a salutary measure, reversing the judge-made law of the American Tobacco 
(1925) case. But on reading further one discovers, or at least one gets the 
distinct impression, that all that is suggested is that a new governmental unit 
be established to centralize the files of Justice, F.T.C., S.E.C., and perhaps even 
the Treasury and the Patent Office! All this to facilitate research by private 
scholars as well as the discharge by government of its ‘‘duty to assemble, analyze 
and codrdinate . . . information regarding modern business.” Meanwhile, so 
far as appears, the files of business corporations are to be preserved inviolate, as 
now, save in so far as the tortuous processes of grand jury hearing and subpoena 
issuance may occasionally pry one open—after it has been forehandedly rifled 
Other recommendations are similarly cautious. 


MyYRON W. WATKINS 
New York University 


No. 29: The Distribution of Ownership in the 200 Largest Nonfinancial ( 
porations. By RAYMOND W. GOLDSMITH and REXFoRD C. PARMELEE, Wits 
the assistance of IRWIN FRIEND, JAMES GORHAM, and HELENE GRAN®! 
1941. Pp. 1557. $2.00. ae 

No. 30: Survey of Shareholdings in 1,710 Corporations with Securities Listed 0! 
a National Securities Exchange. By HELENE GRANBY, under the supervision 
of RAYMOND W. GOLDSMITH and REXFORD C. PARMELEE. Pp. 258. 


Broadly speaking, monograph no. 29 covers the largest 200 non financial cor 
porations (other than companies in bankruptcy and receivership and subsiaiaries 
without sufficient publicly held equity securities), each of which had balance 
sheet assets of over $60,000,000 at the end of the fiscal year 1937. The size 
distribution of the ownership of these concerns is presented both in terms of t° 
number of shareholdings and in terms of their market values, To supplem 
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his there are studies of the holdings of officers and directors, and of the holdings 
of the principal stockholders. Since the chief purpose of the whole study was to 
throw light upon the concentration of power, a chapter is devoted to the types 
f ownership control and another to the spheres of influence of three important 
stockholding family groups—the du Ponts, the Mellons, and the Rockefellers. 
A chapter on the foreign holdings completes the 144 pages of text. 

The appendices of this volume must not be overlooked—indeed, their bulk 
is such that they cannot be overlooked. Appendix I contains some interesting 
new material on the distribution of ownership in American corporations in 1937; 
Appendix II gathers together various previously published data to show the 
rends in the distribution of ownership. The remaining appendices, pages 203 
to 1541, present in detail the data that formed the basis of the summary textual 
material. This large body of detailed factual information was included for the 
express purpose of enabling those interested in the distribution of ownership 
in large corporations to rearrange the material in such ways as may best be 
adapted to their purposes and to analyze the material along various lines other 
han that followed in the study. 

The evidence on the concentration of stock ownership piles up impressively, 
though for about 60 of the 200 corporations no visible center of ownership 
ontrol could be found (p. 103). A very large amount of data has been assembled 
ind analyzed from about every conceivable angle for those interested in control. 
The limitations of the data are noted and the statements have obviously been 
carefully weighed, Those interested in the control of the corporation will find 
here a comprehensive picture that many will hope will be taken hereafter at 


1e volume will also be useful to others. Students of investment theory, for 
ple, will find many interesting figures and statements scattered throughout 
lume. There is, for instance, on page 12 the statement: ‘‘Considerably over 

of all stockholders held shares in one issue only.” This is indeed aston- 

» in view of the extent to which the theory of diversification has been 
hed. On the same page it is stated that on the average every stockholder 

eld shares in three different stock issues and in about 214 corporations. This is 
not so impressive as the preceding statement but it does not suggest the degree 
f diversification that might have been expected. The investment policies of the 
Harkness family on the one hand and the Mellon, du Pont, and Rockefeller 
families on the other present an interesting contrast. In the case of the former, 
the holdings in the 200 largest corporations are quite diversified; in the latter 
three cases, the holdings have remained fairly concentrated in the enterprise or 
ndustrial field in which the family fortune originated. Another investment item 
that is here singled out for comment is the table on page 153 that shows for 
Delaware income tax returns the relation between net income, the proportion of 
returns reporting dividends, and the average dividend incomes. The table shows, 
‘or example, that 62.5 per cent of the returns that reported net income of 
54,500 to $5,000 reported dividends and that on the average these dividends 
amounted to $1,005. Net income groups range downward from $4,500 with 
small class intervals, so that a very interesting picture of the stockholdings of 


people in the low income groups is given. This Delaware material, it should be 
mentioned, was not collected for the volume under review but was taken from a 

ly Now in progress under the joint sponsorship of the Delaware State Tax 
em pa the University of Delaware, and the National Bureau of Economic 
Nesearcn, 


Those who are working on the control of the corporation cannot afford to 


ntervals, 
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overlook this stout volume. Others interested in the distribution of shares wil] 
find it advantageous to plow slowly through it. 


The 59 pages of text and charts in monograph no. 30, together with the tabular 
material presented in 193 pages of appendix, contain a large amount of data on 
the shareholdings in a number of American corporations. The survey relates 
to December, 1937, and covers 2,381 common and preferred stock issues of 
1,710 corporations. The shareholdings are grouped according to size. For this, 
two criteria are used: the number of shares in the individual holding, and the 
market value of the individual holding. The differences in the size distributions 
of shareholdings that are associated with the type of stock, the industry and 
asset size of the issuer, the price of the issue, and the number of shareholdings 
and average value of shareholdings per issue are also set forth. There is, more- 
over, a comparison of the distributions of shareholdings in closely-held and 
widely-held stock issues. The final chapter presents the degree of concntration 
of ownership largely by means of Lorenz curves. The volume is not to be classi. 
fied as light reading. It contains a mass of figures that must be read carefully 
and critically. 

The purpose of the monograph is to describe the concentration of ownership, 
which in this study is perhaps too closely identified with the concentration of 
economic power. Concentration of stock ownership is indicated by such figures 
as the following: in the manufacturing corporations of all kinds with securities 
listed on national security exchanges, common shareholdings of over 100 shares 
formed only 13.6 per cent of the total number of holdings, but they contained 
81.8 per cent of the shares held and 82.2 per cent of the total market valu 
(p. 63). A summary of the various relationships in shareholdings cannot lx 
given in adequate fashion here, but a few comments should be made upon the 
completeness of the data and the interpretations to be put upon them. 

The matter of changes in shareholdings over time should not be dismissed as 
easily as it is in Note 7 on page 5. There it is stated in effect that observation 
and the experiences of a number of corporations indicate that the size distribu 
tion of holdings undergoes little significant change with the passage of tim: 
except under extraordinary circumstances, For a number of years I have followed 
the distribution of shareholdings in several companies of national importance 
If these are typical, I should say that the number of individual stockholdings 
of medium size has been decreasing in relative importance under the inroads 
of diversification theory. I am by no means certain that my observations atc 
typical. Be that as it may, studies over a period of time built on the pattern o! 
monograph no, 30 would be valuable additions to the existing knowledge abou! 
shareholdings. 

Since many investors were financially able to place more than $10,000 into : 
single shareholding, it will seem surprising to some that only 4.0 per cent 0! 
all shareholdings of common stock in 1,572 corporations with securities listec 
on a national exchange had a value of more than $10,000 within the period 1937- 
39 (p. 89). Investment practice supplies _— explanation of the phenomenon 
{I have before me a oy from yesterday's newspaper. It contains the inven 
tory of an estate valued at $247,000. From an investment point of view, there 
are no abnormalities in the portfolio. Forty different stock issues were held bj 
the deceased. No one of these is valued at as high a figure as $8,000, and only 
five exceeded $5,000 in valuation.} The application of diversification theory 
makes for concentration of ownership in individual corporations ; the more ex 
tensively the principle is practiced, the greater appears the concentration of owne! 
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ship. Perhaps it is too much to expect this monograph to have explored the 
effect of diversification, but it must be borne in mind that concentration of owner- 
ship may come about in a negative sort of way as well as positively through the 
acquisition of shares. 

Other data in this study seem to reflect clearly current investment theory and 
practice. The percentage of shareholdings in the top value group—that is, share- 
holdings with a market value of over $10,000—varied from industry to indus- 
try. For example, among the chemical and fertilizer corporations common share- 
holdings with a value of over $10,000 formed 10.9 per cent of the total hold- 
ings in this field; while among the street railways such holdings were only 1.0 
ner cent of the total (p. 24). The industrial variation set forth in the study may 
be regarded as an aspect of ree Or power concentration, but it would 
appear just as realistic to look at the data from another angle—to examine the 
shareholding variation in the light of risk. A little study was made of this point 

there appeared to be a fairly high degree of inverse correlation between 
the yields upon the common stocks in the various fields and the proportions of 
holdings over $10,000. For example, in the street railway industry the yields on 
common stocks were large—indicating a market appraisal of a high degree of 
risk—while the holdings of large dollar value were relatively few. Surely an 
investor might be expected to have committed $10,000 more readily to a holding 
in the chemical industry than to one in the street railway field. In short, these 
industrial variations came about as a result of risk appraisals as well as out of 
efforts to procure a concentration of ownership or power. 

Investment practice is only one factor in the set of complicated forces that 
produced the pattern of shareholdings disclosed by this study. It will be some 
time before the full significance of the data is made clear. 


GEORGE HEBERTON EVANS. JR. 


Hopkins University 


19: Government Purchasing—An Economic Commentary. By Morris A. 
COPELAND, CLEM C. LINNENBERG, JR., and DANA M. BARBOUR. 1940. 
Pp. 330. 35c. 

Frequent complaints that the prices paid by government agencies are unduly 
nigh have stimulated discussion of methods of strengthening the government’s 
uying position, This study brings fuel to the discussion in the form of a 
ietailed analysis of federal purchases between December, 1937, and November, 

Perhaps the most valuable part of the study is the analysis of identical bidding 
n federal contracts. If the data secured from 39 federal agencies are comparable, 
identical bids were received in 10 per cent of the bid openings during this 
period. In some thirty thousand cases either all bids or the two or more lowest 
ids received were identical. The authors are unable to present conclusive evi- 

e that prices to the government were higher than prices charged to private 
ouyers. An adequate study of this point would obviously require a vast amount 

‘ information about prices in private industry. The extent of collusion among 
government suppliers, however, is sat facie evidence that prices are higher 
‘han they would be without such collusion. 

The authors suggest several methods of strengthening the government's bar- 

ng position, including closer codperation between government purchasing 
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agents and the Antitrust Division, prohibition of price-discrimination between 
the government and private buyers, government manufacture of materials 
where reasonable prices cannot be obtained by other methods, flexible supply 
contracts extending over several years, and attempts to secure discounts during 
slack seasons and recession periods. Employment of more Sears, Roebuck pur. 
chasing agents by the government might well be added to the list! The legal 
and administrative difficulties raised by these proposals are realistically discussed, 
with particular emphasis on the extreme decentralization of federal purchasing 
and the need for improved planning and coérdination if marked economies 
are to be realized. 

The problems which arise when government purchases constitute a large part 
of the national income are not adequately treated. Under war conditions, pro- 
curement becomes simply one aspect of central economic control. It involves 
regulation of raw materials, labor supply, prices, and money incomes. Analysis of 
this complex of problems would have required a separate monograph. The single 
chapter on war procurement in the present study is almost entirely historical; it 
touches briefly on World War I experience and on changes in Army and Navy 
procurement procedures since 1918. It was written, moreover, before the begin- 
ning of the present defense program. Were the authors to revise this chapter 
at present, they would perhaps be more critical of the procurement planning of 
1918-40. As far as the pricing of war materials is concerned, there is no evidence 
that there was any effective planning during this twenty-year period, and no 


assurance that we will be able to avoid the World War mistakes. This discredited 
cost-plus principle is once more in use, with no indication that the government 
knows more about industrial costs today than in 1918. As an analysis of peace- 
time procurement, however, the present volume is interesting and useful. 


LLoyp G. REYNOLDS 
Johns Hopkins University 


No. 7: Measurement of the Social Performance of Business. By THEODORE } 
KREPs, assisted by KATHRYN ROBERTSON WRIGHT. 1940. Pp. ix, 207. 30c 


Dr. Kreps regards an industry's performance over a period as socially desir- 
able if (1) production, (2) employment, and (3) payrolls have risen; (4) 
employment has risen more rapidly than production; (5) production, morc 
rapidly than consumer effort commanded (the relative price of the industry's 
product—its exchange value in terms of other goods and services) ; (6) pay 
rolls, more rapidly than consumer funds absorbed (measured by “income pro- 
duced’’ or by “value added by manufacture’’) ; (7) payrolls, more rapidly than 
dividends and interest; and (8) consumer funds absorbed, more rapidly than 
dividends and interest. Some or all of these criteria are used to measure the socia! 
performance of 22 industries, 9 broad groups of industries, 3 individual com- 
panies, manufacturing and all corporations, and the economy as a whole. In the 
main, the statistical analysis is adequate and the basis for Dr. Kreps’s judgments 
is clearly presented. Dr. Kreps emphasizes throughout that the criteria usec 
give an incomplete audit and that the availability of data played a major réle in 
their selection. 

(1), (2), and (3) would almost certainly be accepted by al! as valid criteria 
of the social performance of the economy as a whole, and (1) and (5) as val'c 
criteria for individual industries as well [ (5) is of course not directly applicab' 
to the economy as a whole}. The rest of the criteria, and the application of (¢) 


(4 
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and (3) to individual industries, derive from Dr. Kreps’s belief in an insuf- 
‘ciency of purchasing power and an inadequacy of employment — 
The two groups of criteria bear little relation to one another and, indeed, at least 
(4) and (5) are mutually inconsistent. Criterion (4) implies that an industry 
to be commended if “in increasing production” it tends “to give additional 
portunity for human beings to get additional wages so that they may buy and 
consume the additional product” (p. 47). Criterion (5) implies “that on the 
whole society tends to be benefited whenever it gets more and more product for 
ess and less effort” (p. 47); z.e., an industry's performance is desirable if the 
bor) cost per unit of product has increased, and also if the (total) cost per 
init of product has decreased and the decrease has been passed on to consumers 
the form of lower prices. The inconsistency of these criteria is confirmed by 
Dr. Kreps’s data: the rank difference correlation between the rankings of 22 
ndustries by criteria (4) and (5) is —.5 and between the rankings of 5 broad 
ndustry groups, —.6. The composite ranking of the 22 industries by the “real”’ 
riteria (1) and (5) shows practically no correlation with their composite rank- 
ng by the “purchasing power” criteria (5), (6), and (7) (the rank difference 
rrelation is —.08 between composite ranks assigned the sum of the ranks by 
the individual criteria). 
\s Dr. Kreps says, “. . . no attempt is made to explain why an industry per- 
ormed as it did” (p. 7); the purpose is rather to weigh that performance in the 
le of social desirability. Whether one accepts the particular scale used in this 
ook hinges very largely on whether, like Dr. Kreps, one believes in an under- 
nsumption or over-saving theory of cyclical and secular unemployment or, like 
the reviewer, believes such a theory, at best, seriously incomplete and, at worst, 
mpletely fallacious. The difference is epitomized by the significance attributed 


| decline in labor cost per unit of output: Dr. Kreps thinks such a decline 
schievous because it is likely to reduce “mass purchasing power’’; the reviewer 
nks it commendable because it probably reflects increased efficiency and hence 
rmits a larger real output to be wrung from our meagre and inadequate re- 
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MILTON FRIEDMAN 
tional Bureau of Economic Research 


18: Trade Association Survey. By CHARLES ALBERT PEARCE (assisted by 
thers). 1941. Pp. 501. 50c. 
36: Reports of the Federal Trade Commission. By THE FEDERAL TRADE 
COMMISSION, 1940. Pp. 275. 35c. 
_ Monograph no. 18 presents the results of the first comprehensive study of the 
velopment and activities of the trade association in the United States since the 


N\.R.A. The principal source of the data included in the study was the ‘Trade 


\ssociation Survey,” a questionnaire sent by the Department of Commerce in 
'938 to about 2500 associations of national or regional scope. This is the best 
ngle monograph on the trade association. It should prove of value to the student 
' industrial organizations, the trade association executive, and the public ad- 
nistrator alike. 
Considerabie statistical evidence is presented concerning the prevalence of 
l€ associations in various industries and concerning their structure and internal 
‘ganization. The stimulus given to the formation of associations by the N.R.A. 
raced, and the reasons for the subsequent disbandment of many of these is 
nalyzed. One interesting development noted is the growth in recent years of 
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management organizations, /.e., professional organizations managing or Operating 
a series of trade associations. One such organization manages the affairs of 35 
national and regional trade associations. 

The bulk of the monograph is devoted to the various types of activities under. 
taken by the trade association. The chapters describing their activities in cop- 
trolling trade practices, disseminating trade statistics and price information, and 
stimulating uniform accounting and cost studies contain much useful material, 
The chapter devoted to the activities of the Sugar Institute, based princi ally on 
the evidence developed in the proceedings initiated by the Department o Justice, 
offers an excellent case study of an association with a highly developed program 
of action. Considerable attention is given to activities of both a cabana and a 
non-collusive sort tending to restrain competition. The actions involving trade 
associations initiated in recent years by the Department of Justice and the Federal 
Trade Commission are summarized, The conflict is noted between the proponents 
of market stabilization by joint action and the proponents of free competition, 
but the issue is left to be settled by further research. “The difficulty of evaluating 
public policy as it applies to the activities of trade associations arises in considera- 
ble part from the present lack of knowledge concerning the incidence of un- 
restrained competition and adequate techniques of the public supervision or con- 
trol that presumably would be necessary if the anti-trust laws were relaxed’ 
(p. 354). It is recommended that some agency, not connected with enforce- 
ment or prosecution, be given the function of developing a body of facts which 
would permit an appraisal of our antitrust policy. The studies of the T.N.E.C, 
one is led to presume, were not sufficient. In addition to fundamental research, 
this agency would codperate with trade associations in giving publicity to their 
activities and in furthering their statistical and accounting programs. 


We have heard much recently about “bits and pieces,” a phrase which is 
peculiarly applicable to monograph no, 36, the major part of which is devoted to 
a summary of the Federal Trade Commission’s investigation of the natural gas 
and natural gas pipe lines industries. The Commission had an excellent oppor 
tunity to make the results of its previous investigations generally available, The 
opportunity was missed. The result is one of the most poorly organized and 
badly written pieces of work which it has been the misfortune of the reviewer 
to read. Fragments concerning the structure of the industry and its problems 
are to be had, but that is all. The remainder of the monograph is devoted to 4 
summary of the Commission’s report and recommendations on the farm machiner) 
industry in 1938 and a reprint of its recommendations in its report on the moto 


} 


vehicle industry in 1939, together with statements concerning steps which the 
industries in question have taken to comply with the Commission’s recommenda 
tions. 

J. P. MILLER 


Yale University 


No. 10: Consumer Standards. By SAMUEL P. KAIDANOVSKY, assisted by ALICE 
L. EDWARDS, under supervision of DONALD E, MONTGOMERY, 1941. Pp 
433. $1.00. 

This is without question the most exhaustive compilation of informa ion cot 
cerning the organizations active in the setting and enforcing of standards to" 
consumer goods that has so far appeared. In method the monogra oh is largely 
descriptive of existing organizations and their activities. There is little analysis 
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of the results that have been obtained through the activities of the various or- 
ganizations. Moreover, there is little emphasis placed on the interplay of con- 
sumer choices in the market place and manufacturers’ change in design to meet 
recorded consumer demands. 

Chapter I briefly states a series of definitions. This is followed by the longest 
single chapter which deals with standards, inspection, and labeling activities of 
the federal agencies. One is ee ge in reading this chapter by the lack of 
codrdination, the degree of overlap, and the important omissions in the federal 
program. While this recital is apparently quite accurate and complete in respect 
to the types of activities undertaken, it is by no means complete as to the volume 
and effect of these activities. For example, the discussion of the Federal Trade 
Commission includes a very limited number of typical cease and desist orders and 
an equally limited number of trade practice conference regulations. There is not 
presented in this section of the report any evidence as to the total influence of 
either the cease and desist orders or the trade practice conferences on standards, 
simplification, or trade 

This would seem to be the principal criticism of the report, and it applies to 
ill sections of the report. Chapters are included on the activities of private agen- 
ies, state legislation, government purchasing, independent testing laboratories, 
and the pressure of consumer buying. Chapters IX and X on Recommendations 
ind Conclusions are disappointing, and they point no clear path toward im- 
provement of the situation confronting the ordinary consumer. 

While the a is informative for people who have given little atten- 
tien to the problems of consumer standards, it fails, in the opinion of the present 
reviewer, to serve as an adequate base for the evaluation of existing agencies, 

nd it fails, also, to interpret the shortcomings of the existing agencies into a 
plan for positive action. 


ROLAND VAILE 
ity of Minnesota 


13: The Motion Picture Industry—A Pattern of Control. By DANIEL 
BERTRAND, W. DUANE EvaNs, and E. L. BLANCHARD. Pp. 92. 15c. 


(his short monograph describes the numerous distributing practices the major 
motion picture producers have evolved to market the many relatively poor or 
second-grade feature pictures that occur in their attempt to satisfy, at a profit, 
the emotional appetites of the movie-going public. 

Approximately 500 full-length movies are filmed each year, of which 75 per 
ent come from the studios of the 8 main producers. The 5 largest of these pro- 
luce, distribute and exhibit films in their own theaters. Of the 17,000 theaters 
n operation only about 16 per cent are owned or controlled by producers. Aside 
‘tom the first-run metropolitan theaters of which they have a virtual monopoly, 
hey must sell their pictures to the vast number of independently owned theaters. 
‘0 sell both the good and the poor quality films, the authors contend, a system 

‘ distribution has been developed which protects their own theater investments, 

minates any considered judgment of the qualities of a film by its purchasers, 
nd tends at the same time to exclude independent producers from the market. 

5lock-booking, along with blind selling, requires that an exhibitor purchase 
ums many months prior to showing in groups as large as 30 or 40, with little 
Pportunity to preview or cancel poor or objectionable films. The system is at- 


tacked as preventing the independent producers from securing outlets and the 
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independent theater owner from exercising choice as to the pictures they show. 
This practice, the authors feel, is partly responsible for the large number of sec. 
ond-rate films produced, in that it discriminates against would-be competing 
producers and prevents effective consumer free choice from raising the standards 
of cinema entertainment. Recent experience with compulsory pre-showing fo; 
exhibitors inclines one to the belief that this is an over-optimistic outlook. 

Setting of minimum admission prices, designating play dates, and the use of 
clearance and zoning schemes are examined and opposed on the grounds that 
they discriminate unfairly against the independent exhibitor and at best merely 
maintain the status quo. The use of selective contracts is decried as giving the 
large exhibitor opportunities for selecting pictures after release and after their 
box-office value is determined, thus damaging the small fellow. 

The recent consent decree signed between the 5 largest producers and the 
Department of Justice is accurately portrayed as a clear-cut victory of the former 
Block-booking, the elimination of which was originally asked by the antitrust 
prosecutors, is now allowed in a modified form. The block can contain no more 
than 5 pictures but, to secure an attraction, the purchase of 4 B pictures may still 
be required. 

JOHN M. CraAwForp 

Washington, D.C. 


REVIEWS AND NEW BOOKS 
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Production and Distribution Theories, the Formative Period. By GEORGE J. 
Stic &R. (New York: Macmillan. 1941. Pp. viii, 392. $3.50.) 

Here is one rose not born to blush unseen: a doctoral dissertation rescued 
from the seemingly inevitable fate of rotting in the stacks. It has long been 
ipparent to students of these matters that there are far too many doctoral 
jissertations produced each year, and that, as a result, all too few of those 
that are worthy of it ever see the light of day. Moreover, the process by 
vhich theses are chosen for publication seems an altogether haphazard one. 
| hope that Dr. Stigler will not take it amiss if I say that his study of a 

apter in the history of economic theory is the fortunate exception: it is not 
aly good enough to be published but it has in fact been published. 

Interest in the history of economic thought has increased during the past 
few years in spite of the pressure of day-to-day problems. Whether for 
escape or for inspiration, economists are nowadays often turning to their 
piritual ancestors. The past with which this book is concerned is very 

Dr. Stigler examines one aspect of the theories of ten economists 

ontributions are still a part of the current discussion. The writers 

luded are the three “founders” of marginal utility: Jevons, Menger and 

Walras and their immediate followers—Marshall, Wicksteed and Edge- 

worth in England, Wieser and Bohm-Bawerk in Austria. J. B. Clark and 

ksell complete the list. A final chapter discusses the Euler Theorem 
provides a much needed cement for the book as a whole. 

Some criticism must be made of the order in which the writers whom 
Dr. Stigler discusses are grouped. Dr. Stigler has eschewed the chrono- 

sical order. Jevons, who is first on the list, was born first and died first. 

the dates of both the birth and death of Marshall, who is third on the 
were earlier than the corresponding ones of Wicksteed (second on the 

t). Nor is the order based upon any chronology of first publication. Dr. 
tigler has not adopted the ascending order of refinement, for he is clearly 

from any chauvinism which would have made him regard J. B. Clark, 

the only American, as the final term in a rising series. His decision to deal 
th his subjects by national groups is unfortunate, for there is no logical 
“son why Wicksell should follow Jevons rather than Menger or Walras, 

']. B. Clark, Wicksell rather than Wieser. 

\ related but even more important defect is to be found in the structure 

the book. Dr. Stigler’s title invites comparison with Cannan. But, unlike 
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his prototype, he has chosen the monographic approach. In spite of the 
title there is a certain looseness and disjointedness about the treatment of 
the authors mentioned and the reader is left with only a slight feeling of the 
unity of the theme. Each chapter is, in fact, a small monograph about a 
particular part of the work of a particular writer. It happens that the part 
of the work chosen is in all cases the theory of production and distribution 
and that all the writers chosen belonged to the group of founders of the 
marginal productivity doctrine. But it must be said that this unity might 
be no more than a coincidence. The plural of the fourth word of the title 
unfortunately turns out to be only too apt an indication of the treatment 
Dr. Stigler has accepted the tradition of making the introduction forestall 
all criticism. He freely admits that his work “consists of a set of independent 
studies."’ But where there is so much obvious unity in the approach of the 
author, in the mind of the reader, and in the material itself, one may well 
expect a greater degree of cohesion in the exposition. A discussion of the 
early history of marginal productivity would probably contain littie more 
than there is in this book; but it would require considerable rearrangement 
before this book could be regarded as an integrated study of this nature 
The treatment of the individual authors and their theories displays con 
siderable familiarity with older doctrines and an intimate knowledge of 
the modern theoretical apparatus. There is nothing in the work of the 
writers whom he discusses that Dr. Stigler has not thoroughly mastered 
and it can safely be said that he will not be caught out in any incorrect 
theoretical formulation. His treatment of the Austrians is particularly good, 
because it seems to be particularly sympathetic. Perhaps the rather strong 
idiosyncrasies of Dr. Stigler’s teacher may, to some extent, be responsibl 
for this fact. However, these chapters, particularly the one on Menger, 
exemplify a major weakness of this book. Too much attention is given 
to the general outline of the marginal utility or value theory of the authors 
Even elementary students might have been assumed to be familiar with 
these theories. The result is that Dr. Stigler’s interesting comments on 
production theory proper tend to get swamped through lack of emphasis 
The chapter on Marshall is very good in its positive parts. The critical 
points, though they may be well taken, are put forward with a certain air 
of condescension which is not helpful to the reader. In addition, the train 
ing which Dr. Stigler has received is allowed to show itself to an undue 
extent. An example of the naively patronizing tone is to be found on pages 
61 and 63; and this, among many others, raises the question of how usetul 
a complete subservience to a modern school is to a student of the doctrines 
of an older generation. a 
The chapters on Wicksteed, Edgeworth, Wickseli and on the Eulet 
Theorem are by far the best in the book. Here, Dr. Stigler is able not on! 
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to engage his full interest but also to employ more of the modern theoretical 
acepts than in the less precise, non-mathematical discussions. These chap- 
ters have, therefore, a rare zest and they maintain much more consistently 
the same level of refinement than does the rest of the book. This is par- 
ticularly the case in the final chapter—on the ‘‘exhaustion-of-product”’ theo- 
which is quite excellent. Here Dr. Stigler really provides the reader 
vith a rounded discussion which, by its very nature of a balanced and inte- 
grated summary, can be regarded as a contribution to knowledge. In this 
hapter, too, the style, which is somewhat pedestrian in the rest of the book, 

nows a remarkable improvement: it is clear and straightforward. 
Altogether Dr. Stigler has written a useful survey which will be a great 
lp to those engaged in the teaching of the history of economic thought. 

Eric ROLL 
‘ashington, D.C. 


As a rule, contemporary economists are not given to retrospection. Pre- 
cupation with new problems does not leave much time for contemplation 
f old issues and examination of past solutions. Professor Stigler’s book 
fers an excellent opportunity to review some of the modern doctrines 
a the light of their own development during the ‘formative period” in 
the last third of the past century. 


[en economists are treated in as many separate essays. Jevons, Wick- 
1, Marshall and Edgeworth represent the English school; Menger, 
Vieser and Bohm-Bawerk, the Austrian; Walras, Wicksell and Clark close 
the procession. Pareto is conspicuous by his absence. The final chapter 
eals with the problem of exhaustion of the product by the marginally 
ietermined shares of the separate factors. 
In analyzing various production theories Professor Stigler concentrates 
a the laws of increasing and decreasing returns, the principle of substi- 
tion, and so on. His discussion of the distribution theory is naturally 
atered around the doctrine of marginal productivity as applied to “'sta- 
nary, competitive economics.” One cannot help feeling that the latter 
a rather serious restriction. 
A clear and detailed presentation of each particular theory is linked 
‘ith a careful critical evaluation. The author indicates that ‘‘neoclassical 
nomics constitute the point of reference against which the validity of 


the various doctrines is being measured. Admitting the ‘“‘nebulousness”’ 


} 
na 


| a yardstick, he fails, however, to give any more specific, not to say 
statement of his own position. 

. Adhering to what he calls the general marginal productivity theory, 

rot Stigler is inclined to attach much theoretical and empirical im- 

“ance to “homogeneous production functions of the first degree,” 7.e., 
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to the assumption that the physical returns of a productive process vary in 
direct proportion with the scale of inputs. The difficulty of such a position 
would become obvious had he not kept the monopoly problem outside the 
scope of his analysis. 

In stressing the principle of substitution, the author is inclined to mini- 
mize, not to say disregard, the theoretical issues that arise in connection 
with the existence of non-substitutable cost elements; hence, the neglect 
of Pareto with his concept of limitational factors. In this connection, it is 
difficult, for example, to accept Professor Stigler’s extended criticism of 
Marshall's analysis of joint demand, the famous blades and handles case. 
Why should the proposition that “beyond a certain point one resource of 
the combination will be hired only at a negative price’ be “‘surely mis- 
leading”? On the contrary, it is difficult to see how one could arrive at 
a different conclusion. The demand price of one of the two factors (say 
handles) is defined as the difference between the demand price of the 
corresponding output of the finished good (knives) and the given supply 
price of the proportional amount of the other factor (blades). Why should 
it not be possible to visualize a hypothetical situation in which the costs 
of blades would absorb the whole revenue from the sale of knives, so that 
the production could be maintained only at a loss or with the help of a 
subsidy, 7.e., a negative price paid for handles? 

In his surveys of different capital and interest theories Professor Stigler 
shows determined preference for those authors who base their analysis 
on ‘‘perpetual income stream” and “indestructible capital fund” concepts 
In emphasizing the fundamental importance of a ‘‘clear and consistentl) 
held distinction between capital goods and their services,” he explains that 
such ‘‘correct approach eliminates most of the problems in correct defin 
tion of capital.” This assertion might be countered with the observation that 
the very meaning of the proposed distinction constitutes one of the most 
difficult problems of the modern capital theory; vide the never-ending dis- 
cussion of what it means to “keep capital constant” and the still unsettled 
question of depreciation. 

WASSILY LEONTIE! 

Harvard University 


Analisi Economiche. By FE ice ViNclI. Serie seconda. (Bologna: Zani- 

chelli. 1940. Pp. 397. L. 60.) 

In this volume Professor Vinci has collected twenty-one of his essays 
on economics and statistics, written between 1928 and 1940. All of thes 
papers have previously appeared in economic journals or have been pr 
sented before various meetings. 

A result of this heterogeneous collection is that the reader finds neith« 
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, general economic theory nor an extensive treatment of any one subject. 
st of the papers are devoted to limited problems which arose out of im- 
rtant contributions to economic theory and statistics by Fisher, Keynes, 
moroso, Barone, Frisch, and others. 
The analytical statistical method used by Professor Vinci serves as a 
fying thread throughout the book. This method supplemented by the 
f graphs is, in Professor Vinci’s opinion, the only one that will yield 
crete results in economics, especially in dynamics. He believes that once 
the relations between the economic variables have been determined by the 
of the statistical method, it should be possible to formulate systems of 
uations and to analyze the properties of equilibria and disequilibria. 
Aside from three or four papers which deal with the theory of statistics 
nd other non-economic topics, the contributions fall into three main 
fields: economic statistics, business cycles, and market equilibrium. 
In the papers devoted to the problems of economic statistics, the author 
stresses the importance and uses of “family budgets’’ in economic theory. 
He analyzes the income distribution curve and points out that the rising 
part of this curve should not be neglected in analytical formulations of the 
come distribution, as was originally done by Pareto and also more re- 
tly by other writers. He examines various economic indices and empha- 
s the similarity between the movements of commodity prices and stock 
es, once the proper time lags have been introduced. 
In some early papers on business cycles Professor Vinci stresses the im- 
rtance of the uneven distribution through time of economic stimuli, such 
sumer expenditures and investments. These random shocks cause 
eformations in the economic structure which to a certain extent are cumu- 
itive and may lead to a breakdown. The weak point of this theory and 
milar ones is that no explanation is given of how and why recovery occurs. 
However, in papers written in 1936-37 and 1940 Professor Vinci fills 
mp | by introducing and examining some systems of equations which 
nded to be an analytical representation of the relevant functional 
itions between the economic variables. If the assumptions on which the 
tions are based check with the real facts, these models would be par- 
tly useful in business cycle analysis, since by allotting proper values 
the parameters, cyclical movements through time would be obtained. 
Une such model is based on a certain regularity between changes in com- 
es prices and changes in the stocks of goods; namely, that when a 
depression is developing, .e., prices start to fall or increase at a de- 
casing rate (megative second derivative), there is an accumulation of 
ks; and that when a price recovery is developing, i.e., when prices 
rise or to fall at a decreasing rate (positive second derivative), there 
i liquidation of stocks. 
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Accordingly Professor Vinci, modifying a system previously worked out 
by Amoroso, proposes a system consisting of the three following equations: 

1. A definitory equation stating that the accumulation or liquidation of 
stocks is equal to the difference between the current rate of production and 
of consumption. (This equation, by the way, seems superfluous. ) 

2. The accumulation (or liquidation) of stocks varies directly with the 
price level and inversely with the rate of change of prices. 

3. The rate of change of prices varies inversely with the amount of 
available stocks: when stocks are above (or below) a certain equilibrium 
level, prices tend to fall (or to rise). 

Assuming for the sake of simplicity that the functional relations between 
the variables are linear, this model produces an oscillating or non-oscillating 
price rise or fall depending on the values of the parameters. 

This system, although very ingenious, appears to be too elementary to 
be taken as a general explanation of business cycles. The behaviors of pro- 
duction and consumption are not treated separately; only the net difference 
between these two variables is considered. No distinction is made between 
the production and purchases of capital and consumers’ goods. The indi- 
vidual equations do not seem to offer a meaningful explanation of th 
behavior of the human economic agent. It is possible that we may find a 
inverse correlation between the rate of change of prices and the level o 
stocks. But why should this be? To what behavior of business men may we 
attribute this phenomenon? Is it the result of an actual decrease in produc 
tion or the result of consumption increasing faster then production? If the 
latter is true, should it be explained by the fact that it takes relatively more 
time to increase production, or by the fact that a disproportionate increase 
in consumption may result from speculative buying? Or both? 

These questions are left unanswered by the formulation of Professor 
Vinci, and one has the feeling that his model is not an explanation 
business cycles, but is simply an analytical formulation of certain statisti 
phenomena which characterize business cycles. Even with this shortcoming 
the interest of his model can not be denied. It can for instance be used as 
an explanation of the cyclical fluctuation in the prices and production 
certain commodities; especially if it is possible to relate these fluctuations 
with those of the national income. 

The third field to which Professor Vinci contributes a few papers is th 
analysis of market equilibria and disequilibria. With the help of three 
dimensional diagrams, he endeavors to explain the market price at s 
cessive time points by taking into consideration the forces which determinc 
the shape of both the demand and the supply curves, such as the pric 
ruling at a preceding time point, the expected future prices, the number 
of units composing the buying and selling side of the market, and \% 
income distribution. 
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By similar methods, he also attacks some problems of international trade. 
Introducing the demand and the supply schedule of each of the trading 

untries, he examines the price level ‘‘before’’ and “‘after’’ the exchange; 
the consequences of the exchange for producers before a long-run adapta- 
tion to the new situation takes place; and the consequences of devaluations, 
luties, export subsidies and agreement between exporters. 

Even with the use of three-dimensional diagrams the results reached 
io not go much beyond those reached by the static approach, since Vinci's 
nethod is confined to the explanation of successive equilibria and leaves 

t completely the analysis of the time path. 

Though this collection of papers does not offer a general approach to 
r a general solution of the problems of economic theory, it most cer- 
tainly contributes to the deepening of the understanding of many current 
theoretical questions and serves the purpose of acquainting the Italian pub- 
ic with world-wide developments in economics and statistics. 

FRANCO MODIGLIANI 

New School for Social Research 


he Basis for a Genera Theory of Economic Relationships and of Economic 
Activity. By J. F. FREEMAN. (New York: Cornwall Press. 1941. Pp. 
379.) 
title of this book is general enough to cover a great variety of sub- 
ts and types of analysis. For, although the central theme is that of prob- 
is concerning the trade cycle, the author has found it necessary to devote 
good deal of attention to matters which are not, or at least not directly, 
related to this topic. Not only at the beginning, but throughout the entire 
study also there are long and tedious sections dealing solely with termino- 
il aspects of economic theory in general, with particular reference to 


ia 


ica “that all economic forms, relationships, and even economic con- 
are the subject of a constant evolutionary development, and hence 
st be studied as objects continuously in the process of change”’ (p. viii). 
‘or his achievements in establishing a terminology based upon this evolu- 
nary idea, the author claims several things, among them the ability “to 
ik about present-day problems much more concretely than has been pos- 
ble heretofore,” and to arrive at “the synthesis of a large amount of other- 
’€ apparently contradictory material” (p. ix). 
S i synthesis is attempted in sections dealing with the “idea” of 
‘y where Mr. Freeman has tried to reconcile the ‘‘nominalistic’”’ and 
‘he pure “commodity” approaches to money on a historical-evolutionary 
. In another instance, a terminological performance of his, namely, the 
‘sion of ‘producers’ goods” into that which is capable of being made 
“he subject of a contract for rent (fixed capital) and that which is not 
ested working capital) is considered by the author to be the most im- 
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portant single feature in his “treatise.” Although there is hardly anything 
novel about this distinction, it must be admitted that some interesting use 
of it is made, particularly in the sections which deal with the characteris- 
tics of a trade cycle, and also with the effects of a ‘‘deflation,” in what the 
author calls an I.W.C. (invested working capital) economy, as compared 
with those in a P.F.W. ( producers’ fixed wealth) economy. The latter type 
of economy which is presented as a stage of evolutionary development fol- 
lowing that of the former is shown to offer much greater resistance to what 
is termed the ‘‘automatic correctives’’ of cyclical instability. For, whereas 
in the I.W.C. economy, a depression would be overcome sooner or later 
as a result of deflationary adjustments (assuming an automatic gold stand- 
ard), such adjustments cannot be expected to be sufficient to bring about 
a cyclical recovery in the modern type of economy. 

It is from here that Mr. Freeman launches a critical attack on Keynes 
whose writings, aside from those of Wicksell, form the intellectual milieu 
of this book. We are told that Keynes has failed fully to recognize the 
dynamic character of this economy, its cumulative processes of both the 
boom and depression phases of the cycle, particularly as regards the invest 
ment processes in ‘‘Producers’ Wealth of the higher orders.” Without being 
able to go into any details of this criticism, it may be pointed out that Mr 
Freeman seems to go even beyond Keynes in stressing the difficulties o 
securing satisfactory high-levels of employment through low interest rates 
alone. His point is not, as it is with Keynes, that it would be impossible 
in practice, to obtain interest rates approaching zero but rather the con- 
tention that even extreme low-levels of interest rates will not secure invest- 
ment openings for investible funds in times of depressions. In support of 
this claim the author refers to the often alleged fact that the investment 
in fixed capital during boom times proceeds with such an exaggerated 
intensity as to cause losses too high to be overcompensated by extremel) 
low interest rates. 

In his disappointingly scanty summary we read that ‘‘all that has bees 
said here would seem to lead us to the thought that the evolutionary de- 
velopment in our present economic organization of production has brought 
us to a point where it may be necessary to sacrifice, in general, the stabilit 
of ‘unearned income’ (rent, including all return derived from any kind of 
monopolies, and interest) in order that we may retain even a minimum 0! 
stability in the possibility of earning reasonably satisfactory ‘earned 1 
comes’ ’’ (entrepreneur profits, earnings of management, and wages) 

379). This idea of saving capitalism, or at least of securing a satisfactor 
degree of stability of operation, through interference with all forms of ren! 
speaks for itself. But Mr. Freeman not only fails to lead up to this propos 
tion in a systematic and coherent process of reasoning, but also offers | 
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suggestions as to how “unearned incomes” could be manipulated for the 
sake of economic stability. 
In short, there is much less originality of thought than is claimed by 


the author. To understand what he is driving at is often made difficult by 


nusually long and involved sentences some of which cover as much as a 


page each. 


WALTER EGLE 
Ohio State University 
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Economic History 


Economic History of the United States. By CHESTER W. WRIGHT. (New 
York: McGraw-Hill. 1941. Pp. xxviii, 1120. $4.00.) 

What a succession of economic histories of the United States we have 
had—the volumes of Bolles, Coman, Bogart, Faulkner, and so on! And 
yet this new one is welcome because it represents long years of scholarly 
effort. As Professor Wright indicates, his contribution has lain not so much 
in research in special fields or topics (of course, his work on wool-2rewing 
is well known) as in the total effort of arrangement, reflection, and synthe- 
sis. Using a voluminous printed literature, the author has sifted out the 
wheat from the chaff and arrived at judicious conclusions. Necessarily, the 
selection of topics is largely traditional, though an unusual amount of atten- 
tion is given to war and to social results. 

The author’s method is to present a generalized picture of a great num 
ber of economic activities. He does not create the sense of reality by building 
up from actual work, effort, or life. His close logical cogency will be hard 
for historians, easy for economists. On the whole, there is an even, somewhat 
monotonous, spread of statements throughout the book. There is little 
that startles, sparkles, or arrests special attention. It is all very good. Al 
though average students will go to sleep over this book, the more serious 
ones, with good backgrounds, will welcome it. 

The division of the book into parts follows the dates 1764, 1815, and 
1860. More than half the book is devoted to the period since 1860. The 
topics considered are such as the following: natural resources, European 
background, population, agriculture, manufacture, labor, commerce, 
financial institutions, government action, war, the New Deal, and advance 
in the standard of living. The book is weak in marketing and private finance 
though these subjects are not entirely overlooked. Business administration 1s 
a frequently mentioned topic but it receives no real attention. Business 
cycles are described and utilized but without reference to the secular trend 
in prices and business. To be sure, the author may have rejected the whole 
theory of the secular trend, or may have decided to ignore it until better 
developed. 

The author points out that, while in America the returns to labor have 
increased, those to capital have experienced a moderate decline. As to rent 
and profit, he can express no opinion (p. 1079). He points out that the 
increase in leisure has not led to contemplation but to a greater demar 
for material objects (p. 1067). This is a partial admission that, up to date 
the cultural results of economic progress have serious shortcomings. On 
the whole, however, the author is deeply impressed with the spread of the 
good things of life, as they have been produced by economic activity. Indee’ 
one of the best chapters in the book is “The Achievement: the Advance 
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a the Standard of Living,”’ which is a miniature social history of the 
United States, with the humanities largely omitted. 
The New Deal receives friendly, though critical, treatment. The author 
snot deceived by its inconsistencies and superficialities. He does not seem 
perceive, however, that one of its chief results is to weaken business 
idministration. To the author, the agricultural policy of the New Deal 
cartied out to its logical conclusions—means an economy of scarcity and 
a lowered standard of living” (p. 996). He points out, too, that it was 
conomically undesirable to initiate a ‘sweeping program’’ for higher wages 
at the very bottom of a severe depression (p. 997). In addition, he shows 
t what the farmers and workers ‘‘gain as producers, other than more 
icisure time,” will be lost to them as consumers (p. 1001). 
Rarely does a writer of a textbook on economic history devote so much 
time to his general philosophy of economic history or his plan of study. 
According to the author, the fundamental factors of production are the 
traditional natural resources, labor, capital, and business management. Each 
f these is dealt with at many points, and in this we rejoice. There are some 
spects of the treatment, however, with which the reviewer must disagree. 
Capital is not a fundamental factor at all, but one that is derived from the 
thers and preserved for us by saving. None of these factors operates 
-parately but in combination. The combination is through business adminis- 
tration, which in this book is dealt with briefly and inadequately in chapters 
inder labor! This is a clear reflection of the economics of a century ago. 
The chief criticism of this book is not that it fails to put business into 
nomic history, for that is an orthodox behavior, but that a deliberate 
ittempt is made to set forth the fundamental factors in economic history 
thout dealing with the one—administration—which gives life to the 
thers. The author, following the bright lights of the past, has murdered 
ussect: he has found the bones but missed the life. If we want the 
ality of economic effort in history, we must study the process by which 
the various factors function. Omit that and we hold dry bones in our hands. 
Now, this is not a special criticism of the author but of classical economics, 
¢ framework of which is here used in history. At times, we think the 
thor is approaching reality—the nexus of effort to produce—when we 
iscover him using the term “economic order.” It is precisely this economic 
‘aer—or integrated effort of classes of men—that constitutes a living 
‘genization for producing goods and services. By economic order, however, 
ind that the author means simply private business, without any differ- 
‘on of types or stages of development. All he says on the subject 
‘be assembled on five or six pages. Thus, the author misses the most 
mic, the most fundamental, and the most comprehensive elements of 
fical change. 
During the period 1900-30 the study of economic history probably 
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reached its greatest height. Whether it will go farther remains to be seen 
Certainly, there are two divergent tendencies which threaten it but will not 
necessarly ruin it. One is the tendency to business history, the other is to 
social history. The first deals with the initiating end of economic activity. 
the second with the final end or goal. The present book by Wright belongs 
to the second tendency. 

Trained in classical economics, Wright has swung over to the general 
point of view of the social economists, however, without following the 
fuzzy arguments which they often use. Induced by such obvious facts as 
these—that the end of production is consumption and that the grand 
objective is an increase in general production and the general standard 
of living, he concludes that the test of economic success is the spreading 
wide of the good things that flow from a high income. To be sure, he is 
critical of his own position, for he is too fine a scholar to swallow an 
extreme view wholly. And, yet, we must conclude from the printed page 
that, in his position, what is important is a mass of Americans with bathtubs 
and electric lights rather than a group of social and producing classes 
operating under vigorous leadership and with an effective organization. Th: 
author is forever cutting through the real work of life to the results. From 
the field of the factors of production he scoots across to the dining room 
of enjoyment. Such is the effect of our cloistered life. 

Thexe is a question as to the use of this well-written and carefully planned 
textbook. The political historians will not get enough economic background 
for political history. Business historians will find almost nothing for their 
purposes. The classical economists will not be satisfied because the book 
is not a quarry of additional facts presented so as to test their theories. The 
social economists and the social historians, however, will find this boo! 
useful for private study and class use; at least the moderates of each 
these two groups will welcome and use the book. 

The book is bigger than its philosophy or point of view. The facts anc 
organization and the judgments and presentation of particular develop: 
ments and situations are based upon wide reading and careful reflection 
No scholar of any discipline will fail to find something analyzed to his 
liking. Economic historians who are just that, if any there be, will welcome 
this book as comprehensive, illuminating at points, and somewhat differcat 
from most other books on the subject. They cannot fail to realize, however, 
that the author has learned life only from books and does not draw upon 
real or concrete situations as they have occurred or occur in a complex 
world. In the opinion of the reviewer, Professor Wright has done the 
best job possible following the emphasis on the general and external, tue 
public and the social—an emphasis that he has adopted and that others 
have sanctified by long use. 
N. S. B. GRAS 
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A biography of a pre-Revolutionary figure in New Jersey, together with 
his notes on agriculture which, rearranged and annotated, throw light on 
colonial agriculture. 


Economic Systems; National Economies 


‘orkers before and after Lenin. By MANYA GorDON. (New York: Dut- 

ton. 1941. Pp. 524. $4.00.) 

The heart of the present volume is a comparison in varying detail be- 
‘ween wages, hours and food budgets before the first World War and 
ifter; how the Russian workers were housed before the war and how they 
re housed today, very nearly a quarter of a century after; how they were 
iressed prior to 1917 and in 1940. Other chapters deal with trade unions, 
their origin and progress before the war and their status under the Soviet 
regime; factory laws and their application; social security under the autoc- 
racy and twenty-three years later; industry, agriculture, education, and a 
brief résumé of political changes.” Thus Manya Gordon herself (p. 8) 
‘scribes the content of her book. Concerning these topics she has collected 
1 amazing amount of details, figures and quotations. And regardless of 
vhether or not all these details, and the author’s evaluation of them, are 
jually and wholly correct, she is—as far as the material standard of living 
‘the present-day Russian people is concerned—certainly right in arriving 
“ta dim answer to her question “how much real profit Labor might expect 
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from violent revolution” (p. 7). ‘The giant plants of the Soviet state have 
not succeeded in supplying the people with the indispensable cheap articles 
which the kustarniks and petty artisans used to provide” (p. 418). “Not 
since the abolition of serfdom did a Czar dare to exploit the peasantry as 
Stalin has” (p. 484). 

Is this, however, really the heart of the problem, as it is the heart of 
the book? The Bolshevist experiment in Russia after the War, the Civil 
War, and the New Economic Policy, entered its decisive constructive stage 
in 1928, with the promulgation of the First Five-Year Plan. It was the 
definitive, political decision (the Plan being rightly called the second pro- 
gram of the Communist Party) for rapid industrialization, and for agri 
cultural collectivization. This political decision is amply open to criticism 
although it has to be recognized that, later on, Bolshevist industrialization 
acquired more and more the character of rearmament, and that in the light 
of the nazi invasion of the Soviet Union in June, 1941, the sacrifices im- 
posed upon the people for the sake of that industrialization may be judged 
somewhat differently from what they might have been in peacetime. At 
all events, any non-political, economic discussion must start from the truism 
that industrialization as such has in every economic system, under Bolshe 
vism as well as under capitalism, one unavoidable, inexorable consequence 
the huge amounts of capital that are needed for it have ultimately to he 
produced by and to be taken from the toil of the people. They cannot be 
consumed; they have to be saved. The economic consequences of the Amer 
ican defense effort nowadays are proof of that just as were, on an earlier 
stage and consequently much more comparable to the Russian situation 
during the thirties, the conditions in Europe a hundred years ago through 
the industrial revolution. Moreover, since there are, on principle, in the 
Soviet Union no other classes than workers and peasants, it is just as self 
evident that the workers and peasants in the Soviet Union had to bear the 
brunt of the privation, quite aside from the additional sufferings which 
were the results of Bolshevism proper. 

Mrs. Gordon misses this decisive point when she, for instance, concludes 
‘Industry was expanding with unprecedented rapidity, the entire nation 
was in a fever of ‘construction,’ and at the same time there was a constant 
decline in the welfare of the toiling masses. This economic puzzle is all th 
more difficult to explain because of the complete absence of the ‘parasitica! 
classes’—capitalists, industrialists, bourgois” (p. 399). True, she goes 01 
sayiiig: ‘Actually the thing was the natural result of the transfer of Com- 
munist allegiance from people to machines and speed, the adoption o 
Trotzky’s formula in regard to the home crafts and the peasantry.” But she 
does not dwell satisfactorily on a realistically economic analysis. 

It is interesting, nevertheless, that she can quote, although again wit 
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out getting to the very core, Bolshevist authors who, from the opposite 
ingle, underrated the necessary sacrifices of the rapid industrialization be- 
cause of the riches seized by the expropriation of the propertied classes, be 
it factories or city dwellings or agricultural land or the cancellation of the 
Czarist debts. As late as 1937, when the general economic understanding 
id greatly grown through practical experience, an article in Trud, the 
rean of the trade unions, maintained (p. 291) that in capitalist countries 
the funds for social insurance ‘“‘are made up of membership dues from the 

ige earners themselves,’’ while “in Soviet Russia, on the contrary, social 
nsurance is a direct addition from the government budget to the wages 
f workers and employees,’ and women’s aid at childbirth, houses of rest 
ind sanatoriums for the toilers, and nurseries and parks for children are 
provided for ‘‘at the expense of the government.” The question, ‘““Who 
pays for the expenditures of the government?” is apparently not dealt with 
in the article. 

These short remarks are meant to say that a comprehensive judgment of 
Bolshevism cannot be derived from its material results only. And it is 
fortunate that Mrs. Gordon, while stressing again and again, and actually 

— asizing the material angle, does not wholly rest on it. She feels at 
cast some times that there are higher values at stake than even food and 
lodiiings, ‘that * ‘the most essential corollary” (p. 254) is freedom. Lenin 
aw that in 1905 when he declared that “without political freedom all forms 
f workers’ representation will continue to be a fraud. The Proletariat will 
remain as heretofore in prison.” This sentence, which sounds like a trans- 
ition from Ferdinand Lassalle’s famous work, and which Bolshevism has 
gotten later on, is aptly utilized by Mrs. Gordon as the motto of her 
and so she ends it by a short concluding postscript: ‘Towards 

Freedom.” 

ARTHUR FEILER 
New School for Social Research 


haft als Wissen, Tat und Wehr: tiber V olkswirtschaftslebre, Autar- 
kie und W ehrwirtschaft. By FRIEDRICH VON GOTTL-OTTLILIENFELD. 
(Berlin: Junker und Diinnhaupt. 1940. Pp. 97. RM. 3.80.) 


The totalitarian states have certainly developed an economic policy of 
their own, but do they have an economic science? Professor von Gottl- 
Ottlilienfeld introduces himself as the author or co-author of the new kind 
of German economics. expressing the ideas of the national-socialist regime. 


The Hitler government has recognized him as an outstanding representa- 


1azi economics, for he received a lifetime appointment as chief 
» Seale for German Economics in Graz. This new institution, es- 

shed at the seat of an important Austrian university, has a double 
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function; namely, “‘as a scientific fighting group to develop economic te- 
search in the German spirit” (volkswirtschaftliche Forschung in deutscher 
Geisteshaltung vorkampferisch zu pflegen); and “to promote the proper 
understanding of German economic thought and German economic policy 
in the Southeastern countries.’’ In pursuit of the latter task, the Institute 
will ‘‘take in young economists from the southeastern countries; these men 
will have to go through the rigid discipline of the research work of the 
Institute, and will thereby acquire an understanding of our economic pol- 
icy." This is self-explanatory and leaves no doubt that Professor von 
Gottl-Ottlilienfeld holds a position of great political as well as educational 
importance. 

What has this economist of the New Germany to say? Naturally, he 
scorns classical tradition. Ricardianism, in which he includes practically all 
modern theory, is the principal foe he combats. Although he grants that 
“the intense intellectual effort of nearly a whole century has elucidated . . . 
very much in economic relationships” (p. 29), he accuses classical and 
post-classical economics of two deadly sins: it neglected Grundlagenfor- 
schung (approximately: investigation into fundamentals) and it failed to 
develop the capacity to think in terms of Gebilde. Grundlagenforschung 
is defined as ‘‘on the one hand, . . . a deep delving into the reality of life, 
to find out the object of our theorizing. On the other hand, the self- 
examination (Se/bstbesinnung) of economic science also leads us to ex- 
ploring how we should conduct theoretical research in our science” (p 
27). Notwithstanding the author's assertion to the contrary, this is nothing 
else but methodology, and who on earth can possibly maintain that eco- 
nomic science is suffering from a lack of methodological effort? 

Nor is the thinking in terms of Gebilde anything that had to be dis- 
covered, re-discovered, or supplied with a new emphasis. Gebilde, in the 
author’s usage, means social institutions, either in their reality or in their 
“ideal types,” and when he urges us to take the gebildtheoretische Stand- 
punkt (the point of view of Gebilde theory) he evidently means that we 
should leaven abstract theory with institutionalist thought. Excellent, but 
has this not been the main topic of economic discussion during the last 
century? Not only the American institutionalists, whose contributions Pro- 
fessor von Gottl-Ottlilienfeld explicitly recognizes, and the German His- 
torical School which he acknowledges as his intellectual ancestry, but all 
serious economists from Marx to Béhm-Bawerk and from Marshall to 
Max Weber have tried to find the synthesis of the sociological and the 
theoretical approach. Certainly in different ways and with varying success, 
but Professor von Gottl-Ottlilienfeld fails entirely to indicate any new 
ways that we might try with a better chance to obtain our purpose. Thus 
the booklet, which is evidently intended to give the quintessence of his 
lifework, does not open up for us any new insight. 
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Of course, mo economist has an obligation to be original, and there are 
many useful books that do not contain new ideas but express those already 
known in better form. If Professor von Gottl-Ottlilienfeld were content 
to have his work put in this classification, one would only have to criticize 
him for poor expression. But his pretentions are that his writing revolu- 
tionizes economic science as Hitler revolutionized Germany, and that there 
is some deep connection between these two events. Yet Hitler, unfortu- 
nately, has changed the facts of life and the thought of a good many 
human beings, while von Gottl-Ottlilienfeld has only changed words. He 
omplains of an English economic magazine which called his lifework a 

deliberate hoax” (p. 67). This is very impolite and also probably in- 
correct, because it presupposes that he knows that his innovations in theory 
are only empty shells. He appears really to believe in the revolutionizing 
power of the term Gebildetheorie and a few other terms, and sincerely to 
consider himself the killer of the dragon Ricardianism for the sake of the 
New Germany. 

There are quite a few men like Professor von Gottl-Ottlilienfeld in 
Germany today, and that is what makes his case significant. Though the 
group of German scientists of which he is representative is important— 
sufficiently important to justify a lengthy discussion of an otherwise in- 
significant book—it should be clearly distinguished from two even more 
mportant groups, whose economic philosophy is not expressed in writings 
like these. One consists of those excellent technicians whom the Nazis are 
employing in the Reichsbank and the innumerable economic agencies of 
the Reich government, and the second are those among the Nazi youth 
who have enough independence of thought to form any ideas of economics. 
It is with these groups that we “‘Ricardians” shall some day have the most 
significant controversy. 


CARL LANDAUER 
University of California 


Planning for America. By GEORGE B. GALLOWAY and associates. (New 
York: Holt. 1941. Pp. xi, 713. $3.00, college; $4.00, trade.) 

The present volume is a symposium on planning edited by the former 
ield representative of the National Economic and Social Planning Associ- 
ation. There are twenty-seven chapters grouped under the headings Re- 
sources Planning, Economic Planning, Social Planning, Area Planning and 
Defense Planning. In addition, there are introductory and concluding 
hapters contributed by the editor. Attention will be centered on these last, 
0 view of limitations of space and the fact that they present the general 
thesis of the volume. 

The opening chapter defines planning, considers its objectives, reviews 
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the extent of planning at the present time in the United States, and lists 
some of the agencies of planning. Planning is defined as “‘the opposite of 
improvising. In simple terms it is organized foresight plus corrective hind- 
sight. It takes all public problems for its province and pertains to all the 
problems of government, economy, and society. It involves the codperation 
of all the social, physical, and natural sciences’ (pp. 5, 6). The remaining 
two introductory chapters consider the reaction of various groups in the 
population to the idea of planning and the psychological obstacles which 
must be overcome in enlisting their support for the movement. Mr. Gallo- 
way is of the opinion that the achievements of the New Deal outweigh 
its shortcomings but that from the planning standpoint it has been defec- 
tive. It did not ‘‘plan output to meet consumer needs or to balance income 
distribution with productive capacity or to achieve by collective effort a full 
and balanced use of available resources. Its ‘planning’ has been of the 
interest-group kind that neglects the over-all effects on the economy as a 
whole, as well as the interactions of inconsistent policies” (p. 46). 

The concluding section of the volume consists of chapters on ‘‘Employ- 
ment and Economic Progress,’’ “Tools of Financial and Industrial Man- 
agement” and “Next Steps Forward.” The first reviews a number of pro- 
posals for coping with the problem of unemployment and reaches the con- 
clusion that the most promising solution is large-scale public investment in 
productive public works and useful social services, coupled with the pro- 
gram of industrial expansion outlined by Mordecai Ezekiel in Jobs For Al: 
The latter calls for the ‘‘voluntary and planned codperation” of large-scale 
interstate industries having some degree of monopoly power, such “volun 
tary’’ codperation to be secured by the threat of public ownership or regu: 
lation as the alternative. 

The chapter on “Tools of Financial and Industrial Management” recom 
mends taxation which will convert excess saving into public investment 
the adoption of a segregated capital budget, compensatory spending and 
planned control of the volume and distribution of credit. The least aac 
quate and convincing portion of the chapter is that dealing with the 
making of industrial policy, even when taken in conjunction with Professor 
Kreps’s chapter on the same subject elsewhere in the volume. Enforced 
competition, commission regulation and public management as tools fot 
making industrial policy are considered in a total of five pages and rejected 
in favor of a modified N.R.A. 

Mr. Galloway’s proposal calls for industry councils with advisory powers 
only, and with equal representation for management, labor, raw matefia! 
producers, consumers and government. These councils would prepare tent2- 
tive plans for their respective industries covering investment, production 
prices, wages and similar matters, which would be submitted to a nationa: 
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planning authority “composed of full-time experts not directly representa- 
tive of functional interests,” which would “integrate the separate industry 
plans into a unified national expansion program, and supervise its execu- 
tion” (p. 641). There is no consideration of details of organization, ad- 
ministration and policy, nor of possible difficulties and limitations which 
would certainly be encountered if the scheme were adopted. The proposal 
is hailed as the most promising means of democratizing industry and estab- 
lishing a democratic collectivism. It is also claimed that in the present state 
of public opinion in the United States this scheme has a better chance of 
being adopted than state socialism, which the author apparently regards as 
being the only alternative. 

The final chapter, in addition to further comments on the necessity for 
establishing a democratic collectivism, considers various measures for coping 
vith depression after the present conflict and steps which the United 
States should take in aiding post-war international reconstruction. 

The volume contains useful and convincing discussions of the need for 
planning in specific sectors of the economy. The larger issue, which Mr. 
Galloway recognizes, is whether over-all planning can be harmonized with 
the maintenance of democratic political institutions, and whether the 
widest public interest can be served in the face of opposition from powerful 
pressure groups. The present volume grapples neither adequately nor con- 
vincingly with this crucial problem. 

ROBERT W. HARBESON 

Rutgers University 

NEW BOOKS 
BascH, A. Germany's economic conquest of Czechoslovakia. (Chicago: Czecho- 


slovak Nat. Council of Am. 1941. Pp. 29.) 
HENIUS, F., editor. Argentina. New York: Longmans. 1941. Pp. 160. $1.50.) 


This is the first volume of a series planned to consist of twenty handy vol- 
es giving a conspectus of all the Latin-American countries. 

GUNTHER, J. Inside Latin America. (New York: Harper. 1941. $3.50.) 

Hitler, A. My new order. {Speeches} Edited by RAOUL DE Roussy DE SALES; 
troduction by RAYMOND GRAM Swinc. (New York: Reynal and Hitch- 

_ cock. 1941, Pp. xv, 1008. $1.89 [will be $3.00}.) 

NER, A. M. Mexican government publications. (Washington: Government 

_ Printing Office. 1940. Pp. xxi, 333. $1.25.) 

“ASSALLE, E. Latin American journals dealing with the social sciences and aux- 

‘iary disciplines. (Washington: Pan American Union. 1941. Pp. 74. Mimeo- 
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VENSTEIN, M. American opinion of Soviet Russia. Introduction by BROADUS 
MITCHELL, (Washington: Am, Council on Pub. Affairs. 1941, Pp. 210. $3.25, 
loth; $2.75, paper. ) 


“ARKINSON, J. F. Canadian war economics. (Toronto: Univ. of Toronto Press. 
‘941. Pp. vii, 191. $1.75.) 
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REVEILLE, T. The spoil of Europe; the nazi technique in political and economi, 
conquest. Foreword by RAYMOND GRAM SWING. (New York: Norton. 1941, 
Pp. 344. $2.75.) 

RHEE, S. Japan inside out. (New York: Revell’s. 1941. $2.) 

ROBERT, K. Hitler's counterfeit reich. Introduction by DOUGLAS MILLER. (New 
York: Alliance. 1941. $1.) 

A condensed, fact-filled, authoritative analysis of the nazi economy. 


SANDWELL, B. K. The Canadian peoples. World today ser. (New York: Oxford 
1941. Pp. 128. $1.) 
SCHURZ, W. L. Latin America; a descriptive survey. (New York: Dutton. 1941 
Pp. 378. $3.75.) 
Deals with the geography, history, peoples, politics, economics, international 
and cultural relations of the twenty countries of Latin America. 


SFORZA, C. The totalitarian war—and after. (Chicago: Univ. of Chicago Press 
1941. $1.25.) 
A new light shed on the intricacies of the European strife by the former 
Italian Foreign Minister, now in voluntary exile. 


Sweezy, M. Y. The structure of the nazi economy. Harvard stud. in monopol 
and competition. (Cambridge: Harvard Univ, Press. 1941. Pp. xvi, 255. $3.) 

VANDENBOSCH, A. The Dutch East Indies. (Berkeley: Univ. of California Press 
1941. $4.) 

VARELA, L. B. La economia planeada de Occidente. (Mexico: Rivadeneyra 
1941. Pp. 47.) 

Vito, F., and others. Gli aggruppamenti di imprese nell’economia corporativi 
Serie terza. (Milan: 1939. Pp. viii, 220. L. 18.) 

Being a series of essays, this volume cannot be classed as a cohesive an 
self-consistent examination into “collective” or ‘“‘group” economics nor as 4 
segment of the broader ——— of corporativism. Professor Vito's essays 
on group activity, imperfect competition, and monopoly under corporativisn 
are very well done. And yet, one cannot but wonder if the very idea of cor 
porativism is not in itself substantially and essentially monopolistic. The 
essence of Professor Fernoldi’s two essays is that (1) there is no greater 
tendency under “pressure group” corporativism to develop socialism that 
under any other system, and (2) the cartel is necessary in any event, so it 
not to be considered as either good or bad in studying “collective” economics 
Professor Tonini’s essay is that the cartel is an essential step in the develo 
ment of national socialism. 

FLoyp F, BuRTCHET! 


VENKATASUBBIAH, H. The structural basis of Indian economy; a survey im! 
pretation. (London: George Allen and Unwin, Ltd. 1940. Pp. 150. 75. 

WANG, C. C. Japan's continental adventure. Introduction by ViscOUNT CEC! 
of Chelwood. (New York: Macmillan. 1941. $2.) 

WitTkE, C. F., and others. Democracy is different; Democracy over aga 
Communism, Fascism, and Nazism. (New York: Harper. 1941. Pp. vil, -° 
$2.50.) 

A series of lectures at Oberlin College. 
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The economic defense of the Western Hemisphere: a study in conflicts. A sym- 


posium of the Latin American Economic Institute. (Washington: Am. Coun- 
il on Pub. Affairs. 1941. Pp. 170. $2.00, cloth; $1.50, paper. ) 


List of periodicals and yearbooks dealing with the economic problems of Japan. 


(New York: Japan Inst. 1941. Pp. 25.) 

Netherlands Indian report 1940: statistical abstract for the year 1939. (Batavia: 
Landsdrukkerij. 1940. Pp. 549. F 5.) 

Wartime legislation in Japan; a selection of important laws enacted or revised in 
1941. Translated and compiled by the Overseas Department, Domei Tsushin 
Sha. (S. Pasadena: P. D. & Ione Perkins. 1941. Pp. 263. $3.75.) 


Statistics; Economic Mathematics; Accounting 


Advanced Accounting. By W. A. Paton. (New York: Macmillan. 1941. 
Pp. xx, 837. $5.00.) 

This book is characteristic of Professor Paton. It is at once a monument 

his indefatigable energy and the testament of his accounting and his 
moral philosophy. His is not the nature to be neutral. For him accounting 
practices are right or wrong, logical or illogical, consistent or inconsistent. 
There can be no doubt that he has been a powerful influence for truth and 
andor in accounting, for clear exposition, and for rationalizing practices 

t which tradition appeared to be becoming the principal support. 

The character of the book, and its place in accounting theory and practice 
it large, can be illustrated better by discussion of one or two of its main 
theses than by brief allusion to many scattered points. The preface shows 
that Professor Paton had the problems of the teacher very much before 
him, though he adds that “the needs of practicing accountants . . . have 
deen kept in mind.” In fact he here says pretty much what he has to say of 

ching problems and, while occasionally a chapter savors of the academic, 
for the most part there is surprisingly little grinding of the pedagogic 
wheels during the forthright discussions of the problems of accounting. 

A key sentence occurs in the discussion of the cost-or-market rule for 
inventories: “In the first place this basis of valuation is inconsistent, and 
nconsistency is the very antithesis of sound accounting” (p. 154). The 
atter phrase has reference to the common words in the accountant’s cer- 
tiicate, in which he states his opinion that the statements presented are “in 

nformity with generally accepted accounting principles consistently main- 
tained.” But the two phrases involve a shifting sense of the word “‘con- 
stent.” The accountant’s certificate uses the word largely in the sense of 

ostant’; it intimates that the accounts have been prepared on the same 
s those of preceding periods; the fact that this basis is proper is 
red by the words conformity with . . . accounting principles.” But 

n Pi iton’s sentence “inconsistent” clearly means at odds with the logic of 
‘ne situation, Either meaning of the word warns against possibilities of 
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misunderstanding, but that result comes from different sources in the two 
cases. The cost-or-market rule is not inconsistent in the sense of the ac- 
countant’s certificate unless the rule be differently applied in succeeding 
periods. 

Whether or not the rule is at variance with logic is another question, It 
may be contrary to a formalistic logic—that sort of logic of which Holmes 
said ‘‘a page of history is worth a volume of logic.’ But actually it is a 
tule devised out of long experience to meet certain very real and common 
dangers, arising out of human unwillingness to face unpleasant facts. It 
says in effect that if at a closing date inventory losses seem imminent, they 
should be recognized in the accounts, and that not to do so would bx 
presenting a picture of unwarranted optimism. If Professor Paton were 
considering the matter in a business of his own, there is little question but 
that his Scotch prudence would lead him to a rigorous application of th 
rule—logic or no logic. 

The same sort of argument colors the discussion favoring the first-in, 
first-out inventory method. On pages 147 and 148 is given an illustration 
of a tire dealer who meets rising prices, and we are asked to accept the 
conclusion that ‘‘the increase in inventory of $10,000 with no increase in 
quantity is just as real and valid an asset as would have been present if 
with no change in prices, the dealer had increased his physical stock at a 
cost of $10,000.” In other words, 2000 tires at $15 each would be “‘just 
as real an asset’ as 1500 of the same times at $20 each. There is a sense 
in which this is true; in each case the dealer has put $30,000 of his mone; 
into the inventory. But surely there are also marked differences. The eco- 
nomic “‘real wealth’’ is certainly different; and if to the business man the 
$20 price connotes an insecure price level, at which the probabilities increas¢ 
that he will not get his money back, his business sense will require him t 
make some provision for the possible loss. 

The book disapproves of the last-in, first-out basis. It is entirely li 
that, as often occurs with new ideas, the potentialities of last-in, first-out 
have been overestimated, but it does not follow that it results in a “purel; 
specious, artificial stability” (p. 147). Some of the companies which have 
used it, or the related base-stock method, have felt that they have enjoyed 
a very real enhancement of financial stability. The book does well to an t 
the parallel often drawn between plant and inventory as a support for the 
last-in, first-out practice. The example on page 149, on the other hand 
not a good one for the purpose. There 100 trucks which cost $150,000 art 
replaced for $120,000, and it is not difficult to reach the conclusion that t 
continue to value them at $150,000, on a last-in, first-out theory, is ™ 
very antithesis of good practice.” But in actual practice it is one of the 
rules to introduce the last-in, first-out method at a time when prices 4% 
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> two low, for the very purpose of avoiding just such situations as that which 
e ac: this example involves. Moreover, the fact that some industrial companies 
ding use the last-in, first-out method for their financial accounting, but not for 
tax purposes, indicates that they at any rate regard it as administratively 
yn. It # sound, and not as a mere tax expedient. 
olmes In another important area of accounting controversy, the distinction be- 
t is a tween capital and income, Professor Paton picks his way with keen aware- 
nmon ness of the pitfalls. In view of the facts that the assets resulting from 
ts. It capital and income are indistinguishably merged, and that the maintenance 
, they of capital accounting-wise requires constant efforts to estimate the con- 
ld be sumption of capital in operation and its replacement out of reserves, it 
were cannot be pretended that the distinction between the two, important though 
n but it is conceptually and practically, is an exact science. Professor Paton shows 
of the his appreciation of this fact, for example, in his chapter on Adjustments of 
Capital Structure (chap. 24) in which he discusses the treatment of losses 
rst-in, and gains on such adjustments. He emphasizes the various conditions which 
ration cause these losses and gains, and implies that the accounting treatment of 
ot the them may well be adapted to the varying conditions in which they arise. 
ase in \s a net conclusion, he thinks, ‘“The treatment of the loss on redemption 
ent if f preferred stock as a charge to earned surplus is a preferred procedure in 
k at a most situations” (p. 535). It is possible that this statement is true; yet in 
“just face of Professor Paton’s own discussions, one wonders if it might not have 
sense been couched in terms which would give Jess aid and comfort to those who 
none} would arbitrarily make such “‘loss’’ a charge to earned surplus in a// cases. 
€ eC0- lhe author discusses very lucidly the causes which bring about the diver- 
an the gences between book values and market values, and concludes with the 
crease sage remark that these divergences do not necessarily “‘mean that there is 
{ the implications of that statement were more generally recognized, in- 
likely luding its allusion to the historical basis of accounts. Revaluation of the 
rst-out nterprise is essentially a capital transaction, and it would appear to be a 
purel| iogical result that any adjustments involved should preferably be absorbed 
h have through capital surplus, though cases may occur in which financial ex- 
njoyed pediency or other considerations require that earned surplus be used. 
» reject In this connection we are told that, “ignoring wild swings in security 


for the prices .. . the excess of the price of shares over book values rests primarily 
and, 1s n two factors’—superior earning power and unrecorded appreciation. 
00 are Another important factor is overlooked, namely, changes in the rates at 
that a which earnings are capitalized by the market from time to time. It is also 
is th nteresting to have Professor Paton answer the question whether gains on 
of the retirement of preferred stock must be treated as earned surplus items when 
losses are so treated with: “A negative answer seems to be appropriate.” It 


4 . ‘ 
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has been pointed out above that he regards the dissimilar treatment of Josses 
and gains on inventories as inconsistent. 

In chapter 33, Common-Dollar Reporting, the author discusses the ef 
fects of changing price levels on accounts. While his illustrations show 
that he is fully alive to the extent of this disturbance, with good reason he 
rejects the notion of “‘an elaborate system of supplementary accounts” de- 
signed to correct the resulting distortions. On the other hand, he considers 
it useful to prepare occasional special reports for this purpose, and gives 
examples which, it must be confessed, have a somewhat unrealistic air 
about them. However, we seem to be approaching a time when these ques- 
tions will again vex accountants. 

In the realm of accounting the great divide is that which separates those 
who would make the subject an ideal conceptual scheme from those who 
regard it as a practical art designed to serve purposes which in themselves 
are entirely proper. The former group refuses to accommodate its perfec- 
tionist logic to the complexities of business life; the latter group is repre- 
sented by the statement in the American Institute of Accountants’ first re- 
search bulletin: “The test of the corporate system and of the special phase 
of it represented by corporate accounting ultimately lies in the results which 
are produced.” The remarkable thing about Professor Paton is the extent 
to which he combines both these views within himself. Starting with a 


strong vein of perfectionist logic, he is willing to yield to practical con- 
siderations if only these can be made wholly clear to him. But he gives up 
his conceptual Beulah Land slowly and applies his more rigorous tests to 
practical considerations, requiring them to disclose both their reality and 
their purity of purpose before he will entertain them. Thus is illustrated 
once more the central question: How rational can the accounts of an irra 


tional economy be? 
T. H. SANDERS 


Harvard University 


The V ariate Difference Method. By GERHARD TINTNER. (Chicago: Cowles 
Commission for Res. in Econ., Univ. of Chicago. Bloomington, Ind 
Principia Press. 1941. Pp. xili, 175. $2.50.) 

Many attempts have been made to analyze economic time series by p ufel) 
classical methods of mathematics, but the assumptions underlying the usc 
of such mathematical techniques render their application to time setics 


questionable. 
This book concerns the use of the variate difference method, — 
by Karl Pearson and Oscar Anderson, and opposed by G. U. Yule, W 
Persons, A. L. Bowley, and R. A. Fisher. The numerous legitimate criticisms 
of the application of the variate difference method to economic time seri¢ 
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form the bulwark which the author assails in a novel and specialized ap- 
proach to the problem. The author realizes that the purely mathematical 
analyses have limitations, and has clung to the economic viewpoint in at- 
tempting to utilize the method simply as a statistical tool. 

It is generally agreed that economic time series can be broken down into 
four not-independent component parts: secular trend, cyclical fluctuation, 
seasonal component, and irregular movement. The method assumes that 
every time series consists of a smooth part and a random element (errors 
when an “individual who otherwise acts rationally and makes correct fore- 
casts of all relevant future data, fails to make all adaptations of the eco- 
nomic factors he controls, to give him maximum utility’), and concerns 
itself with the study of this random element. 

The process of finite differencing makes constant the mth differences of 
1 polynomial of wth degree for successive values of the variable. Assuming 
the smooth part of the time series can be approximated by a polynomial 
of degree » of the variable time, differencing will reduce the smooth ele- 
ment and make its effect zero at the nth difference. 

The method attempts to answer the question: Beginning with what dif- 
ference can one be sure that the non-random element has been eliminated? 
The variances of the original series and each differenced series must be 
calculated. Then, differences between the variances of two consecutive 
series of differences must be compared with the standard errors of these 
\ifferences. If this ratio becomes and remains less than 3 for all differences 
beyond the &th, one can be reasonably sure that the smooth or non-random 
part has been eliminated. Formulas and tables for computing variances and 
standard errors of differences of variances are given in detail. 

Since differencing affects the random element, Tintner attempts to over- 

me this weakness by a Method of Selection of elements, utilizing only 
part of the observations. A computed coefficient of variability will give the 
extent of the random element in a time series. The method gives an indi- 
ation of the type of curve to be used for smoothing to eliminate non- 
permanent random effects. 

The criticisms of the variate difference method are (1) serial correlations 
are introduced by differencing, which Tintner attempts to overcome; (2) 
the method cannot be applied to zig-zag or short-period-oscillation series. 

The importance of the analysis of the random element lies in its use in 
the statistical comparison of time series or their components. The random 

‘ement must be the basis of tests of significance, and statistical tests of 
hypotheses. The variate difference method is a good tool for the examina- 
tion of the random element. 
ERNEST E. BLANCHE 
an State College 
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The Elements of Statistics. By ELMER B. Move. (New York: Prentice- 
Hall. 1941. Pp. xvi, 378. $3.50.) 

This book is a part of the Prentice-Hall mathematics series and the author 
is professor of mathematics at Boston University. These facts partly explain 
the choice of the parts of statistical technique to be included in the book 
The chapter titles are: Introduction; Computation; Charts, Diagrams, and 
Graphs; Frequency Distributions; The Arithmetic, Harmonic, and Geo- 
metric Means; The Median and Other Positional Averages; Index Numbers: 
Measures of Dispersion; Uniform Scales; Moments; The Frequency Curve: 
Curve Fitting; Correlation; The Binomial Distribution; Measures of 
Reliability; The Chi Square Test. 

There is no mention of seasonal variation or the methods by which it 
may be measured. Secular trend is very briefly presented as a special case 
of curve fitting. The one example of the measurement of secular trend 
involves monthly data for milk prices from January 15, 1930, through 
December 15, 1932. This is not a long enough period to determine the 
nature of secular trend. The business cycle is not discussed. Such a treatment 
of time series analysis renders the book somewhat less suitable for use in 
an elementary course in business or economic statistics. Another dis- 
advantage for such use is the absence of any mention of modern methods 
of recording and analyzing statistical data by the use of punch-card equip- 
ment. This book is designed to be of use in courses taught without th: 
benefit of any computing machines, for the preface includes the following 


Practical computation forms an essential part of statistical work, and should 
not be ignored. After considerable experience with its problems, the author has 
found that three or four class hours spent with the simpler rules of approximate 
computation and the required use of the slide rule (and, where possible, the 
computing machine) lead to much saving of time later on and to a gratef 
appreciation on the part of the student. An intelligent appraisal of limits o! 
accuracy, accompanied by the elimination of useless calculations, is a legitimate 
and an important aim in the teaching of statistics. 


Except for quotations, at the beginning of each chapter, from Alive in 
Wonderland, The Pirates of Penzance, magazines, history books, and other 
sources, the book is not unusual or radical. The author realizes this and 
sensibly states in the preface: 


Much of the field of elementary or descriptive statistics has been pretty wel! 
organized, so that the general route of progress for the beginner can be mappe¢ 
out with little difficulty. Yet this route, plainly marked as it is, may be traversed 
with such facile mathematical skill—and nothing else—as to cause the novice 
to lose some of the most valuable lessons in simple critical analysis which statistics 


can teach. There is a peculiar logic associated with the study of statistics. Some 
call it common sense; others prefer a more exact characterization. In any ¢ 1 
it is difficult to dissociate the purely mathematical aspects from those which a! 


not exactly mathematical but which do require a good brand of clear thinkin 
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This book will probably serve very well as a textbook for an introductory 
urse in mathematical statistics or a general course in statistics taken by 


students in different fields who expect to take advanced statistics courses 
na special field. 


HARRY PELLE HARTKEMEIER 
‘niversity of Missouri 


etti Statistici dell Analisi Economica. By FELICE VINCI. (Bologna: 
Zanichelli. 1941. Pp. 96. L. 12.) 
This volume contains some of the lectures given by Professor Vinci in a 
urse on statistics at the University of Milano, Italy, in the year 1940. 
After having stressed in the opening lecture the growing importance of 


statistical methods and concepts in economic analysis, Professor Vinci pro- 


an to reéxamine some of his own contributions to statistical economics; 
, the measurement of the degree of economic autarky; the “mortal- 

ee of corporations: the measurement of the degree of “bargaining power’ 
1 labor disputes and the internal and external purchasing power of cur- 


The review is limited to the addition of new statistical material which is 
ed to test the usefulness and correctness of his original definitions and 


measurements. These papers do not contain any significant additions to the 
basic theoretical analysis previously carried out by Vinci. 


In an appendix the author lists what he calls “the first one hundred 


indamental statistical concepts” relevant to economic analysis. 
FRANCO MODIGLIANI 
New School for Social Research 


NEW BOOKS 


Jr. and HANSELMAN, G. R. Accounting for engineers. (Scranton, 
nte ee Textbook Co, 1941. Pp. 535. $4.) 
K., editor. The second yearbook of research and statistical method- 
oll and reviews. (Highland Park, N.J.: Gryphon Press, 1941. Pp. 
483, $5.) 
This second and greatly enlarged yearbook contains 1,652 review excerpts 
1 283 journals. A total of 359 books written in English and published 
1933 to the present in many countries of the world are listed. 
EAN, J. Statistical cost functions of a hosiery mill. (Chicago: Univ. of Chicago 
ress 1941. Ma ix, 116. $1.) 
RMICK, C. Elementary social statistics. (New York: McGraw-Hill. 
Pp. x, $3.) 
ITCHELL, D. R. Farm accounting. (New York: McGraw-Hill. 1941. Pp. x, 
31. $2 50. ) 
OVE, G. H., and others. Elementary accounting. Rev. ed. (Boston: Heath. 
719. $4.) 
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Nose, H. S., KARRENBROCK, W. E. and Simons, H. Advanced accounting 
(Cincinnati: South-Western Pub. Co. 1941. Pp. xii, 846. $4.50.) 
PERKINS, L. R. and PERKINS, R. M. The mathematics of finance. (New York 


Wiley. 1941. Pp. 341. $3.25.) 

PHELPS, E., editor. Statistical activities of the American nations, 1940. (Wash 
ington: Inter. Am. Stat. Inst. 1941. Pp. xxxi, 842. $2.) 

A compendium of the statistical services and activities in 22 nations of the 
Western Hemisphere, together with information concerning statistical per- 
sonnel in these nations. 

PHILIP, M. The principles of financial atid statistical mathematics. Rev. ed 
(New York: Prentice-Hall. 1941, Pp. 351 $3.50.) 

Wabe, H. H. Fundamentals of accounting. 2nd ed. Wiley accounting ser. (New 
York: Wiley. 1941. Pp. viii, 319. $3.50.) 

The economic almanac for 1941-42; a handbook of useful facts about busines 
labor and government in the United States and other areas. (New York: Nat 
Industrial Conf. Board. 1941. Pp. 451. $4.) 

Informes sobre las principales estadisticas Mexicanas. (Mexico: Govt. of Mexico 
1941. Pp. 174.) 

London and Cambridge economic service's report on current economic condition 
Royal Economic Society memorandum no. 87. (London: London and Cam 
bridge Economic Service. 1941. Pp. 30.) 

Statistics of income for 1938. Part 1, compiled from individual income tax r 
‘urns, fiduciary income tax returns, estate tax returns, and gift tax return 
(Washington: Internal Revenue Bur. 1941. Pp. 328. 30c.) 


Business Cycles and Fluctuations 


Business-Cycle Theory in the United States, 1860-1900. By PAUL Bar 
NETT. (Chicago: Univ. of Chicago Press. 1941. Pp. ix, 129. $1.00.) 

Mr. Barnett has had the happy inspiration of making a systematic sut- 
vey of contributions to business cycle theory in the United States, 1860 t 
1900, and so filling the gap between H. E. Miller’s account of early theory 
in his Banking Theories in the United States before 1860, and the rela 
tively familiar theories in vogue since 1900. The result is an interesting 
informative and well-written essay. 

It appears that business cycle theory was not neglected in this period 
What Mr. Barnett reveals is not merely explanations of crises, though 
naturally these bulk pretty large. The writers of the time were fully aware 
that they were dealing not merely with isolated departures from prosperity, 
but also with significant cumulative quasi-periodical changes in the tota! 
activity of society. In short, they were dealing with business cycles. 

On the other hand, most of the discussions of these phenomena were not 
systematic analyses of the subjects, but rather by-products of some other 
investigation such as of money, or unemployment. Thereby was imposed 
rather heavy labor on Mr. Barnett who had to dig through mountains 0! 
often low-grade ore to get his nuggets of theory. 
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As perhaps one might expect, the ideas developed in the period can 
readily be classified into the familiar categories of cyclical theory. Mr. Bar- 
nett arranges them into five (admittedly flexible and overlapping) groups: 

1) psychological theories, (2) theories involving some aspect of the 
saving and investment process, (3) theories based on techaical progress 
and capital construction, (4) error theories, and (5) monetary theories. 
Curiously enough in an agricultural country, weather and crop theories of 
the cycle find no notable defenders and are omitted from the author's survey. 

In these various theories one can find many familiar ideas: the tendency 
f saving to outrun opportunities for investment, the effects of errors in a 

npetitive society, the pressure on consumption goods in the “period of 
gestation,” the shift to profits in a period of expansion, the variations of 
market interest rate from the normal rate, the importance of waves of op- 
timism and pessimism, the principle of acceleration in the form of varia- 

ns in inventories, the cumulative effects of elastic currencies, and so on. 

But, though the ideas are there, they are rarely stated with precision and 
_ definition of crucial terms, doubtless due partly to their being by- 

lucts. As a result one cannot be quite sure what the various theories im- 

“4 though Mr. Barnett obligingly helps along by translating them into 

vhat he regards as their equivalent in current economic phraseology. 

“One vaguely hopes in these voyages of exploration to discover the un- 
erald. ' genius, but alas, though Mr. Barnett has patiently examined “hun- 
dreds of obscure and fragmentary references,” most of the valuable mate- 
tial emerges from the work of fairly well-known men. Of the twelve 
writers to whom Mr. Barnett devotes more than three pages, nine are 
familiar enough—Jones, Hawley, Conant, Wells, Veblen, Clark, Walker, 
Fisher and Newcomb. Less familiar are Uriel H. Crocker (though, despite 
his being a ‘crude underconsumptionist,”” he made the pages of the Ouar- 

ly Journal of Economics), and J. Allen Smith to whose monetary theory 
Mr. Barnett devotes nine pages. Least familiar of all is the rather mysterious 
igure George Basil Dixwell, to whose brief obiter dicta in two articles on 

Free Trade” and “Progress and Poverty,” Mr. Barnett devotes some six 
pages. Dixwell appears to have anticipated those who find cycles in “re- 

iting maladjustments in the vertical structure of production brought about 
by the process of capital investment.” 

Though the study covers four decades, the first two are relatively barren 
cept for the underconsumption theories of Crocker and the early writings 
' Walker. The next two decades are more rewarding, with the greater 

tion of significant theory coming after 1890. Mr. Barnett finds no trend 

ly given direction during the period, but he thinks there is a definite 
evelo opment in maturity and authoritative statement. Simple explanations 
sve way to more complex analyses. The tendency to ascribe cycles to un- 
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predictable “‘outside forces’’ is succeeded by a fuller realization of the 
complex cyclical responses inherent in the economic system. 


J. A. Estey 


Purdue Universit y 


NEW BOOKS 

MITCHELL, W. C. Business cycles and their causes. New ed. of Business Cycles, 
Part Ill. (Berkeley: Univ. of California Press. 1941. $3.) 

Rice, R. M. Money and men; financial depressions, their cause and cure. (Nash 
ville: Baird-Ward Press. 1941. Pp. 193. $1.25.) 

Development of resources and stabilization of employment in the United States, 
message from President of the United States transmitting report of the Na- 
tional Resources Planning Board. 77th Cong., 1st sess., H. doc. 142. (Wash 
ington: Supt. Docs. 1941. Pp. 409. $1.20.) 


Public Finance; Fiscal Policy; Taxation 


Principles of Public Finance. By MAYNE S. HOWARD. (Chicago: Commerce 
Clearing House. 1940. Pp. vii, 438. $5.00.) 

As was clearly the author’s intention, this book departs widely from the 
conventional form established by most of the general works on public 
finance. There is very little in the way of history or description or statistical 
facts. Nor is there much development of theoretical principles by the 
process of analysis and reasoning, either deductive or inductive. Generaliza- 
tions, in which the book abounds, are usually stated dogmatically in series 
of short and frequently discouaected paragraphs and sentences. 

The author evidently approaches his subject from the viewpoint of the 
art, rather than the science, of public finance. Many, if not most, of his 
conclusions are stated in the form of what ‘should be” or “ought to be 
or “is better” or “is best.” The aim would appear to be to announce a set of 
rules for the guidance of the statesman and the voter, rather than to di 
cover and formulate generalizations of cause and effect. This by the way 's 
the attitude—though not usually carried to this extreme—of many writers 
on public finance. 

One of the striking characteristics of the book is the presentation 
long numbered series of “considerations” or arguments for and agains! 
particular taxes or other fiscal measures. For example, chapter 14, on the 
taxation of corporations, contains a list of sixteen “considerations in favor 
of the taxation of corporations” and eight “‘considerations against the taxing 
of corporations”; chapter 17 lists thirty “considerations in favor of the sales 
tax”’ and twenty against. Such lists naturally include the trivial along wit 
the profound, and considerations on opposite sides are often contradictory 


‘ycles, 
Nash 
tates, 


e Na- 
W ash 


1941 Public Finance; Fiscal Policy; Taxation 885 


The author does not usually undertake to pass critical judgment on all these 


-onsiderations and frequently does not even state a conclusion. 


A weakness of the book is the complete absence of bibliography or bib- 
graphical notes. The reader neither knows what materials the author has 


relied upon nor receives any bibliographical help for his own further study. 
At the close of each chapter, where a bibliography would ordinarily be 
found, there is a section on “research,” consisting chiefly of questions need- 


It is doubtful if such a book is adapted to serve the needs of students or 
general readers in their first approach to the subject of public finance. On 


the other hand, those who already possess some knowledge of the subject 


may very likely find this book interesting and stimulating. There is strong 
emphasis on research, and teachers and advanced students will find very 
ny useful suggestions. The style is simple and clear, while at the same 
time vigorous and often exciting. There is no little originality, both of ideas 
ind of expression. On most subjects the author’s positions, though dog- 
matically stated, are generally sound and based on common sense. Without 
aying himself open to the charge of being a reactionary, the author debunks 
iy current fallacies, in language that is outspoken and refreshing. A 
| many readers, once started, will find it hard to lay this book aside till 
the last chapter is read.” 
FRED ROGERS FAIRCHILD 
Yale University 
NEW BOOKS 


\RANT, W. D. and Lutz, H. L. Taxation vs. inflation; a study in the economics 
f defense financing. (New York: Nat. Economy League. 1941. Pp. 28. 
Gratis. ) 
D, F. L. The trend of tax delinquency, 1930-1940; cities over 50,000 popula- 
on. (New York: Dun and Bradstreet. 1941. Pp. 38. $2.) 
MINS, D. W. Functions and duties of town finance committees (Massachu- 
ts). (Amherst: Bur. of Pub. Admin., Massachusetts State Coll. 1941. Pp. 
10, mimeographed. ) 
uSON, D. G., and others, What will inflation and devaluation mean to you? 
ambridge: Am. Inst. for Econ. Research. 1941. Pp. 144. $1.) 
ART, A. G., ALLEN, E. D., and others. Paying for defense. (Philadelphia: 
Blakiston. 1941. Pp. viii, 275. $2.50.) 
KS, J. R., Hicks, U. K. and Rostas, L. The taxation of war wealth. (New 
a tk: Oxford. 1941. Pp. x, 304. $3.50.) 
HES, J. E. The federal social security tax. (Chicago: Flood Co. 1941. Pp. 
£25. 
K. H., HippaRD, B. H. and WALRATH, A. J. State aids and rural 
y taxes in Wisconsin. Res. bull, 138. (Madison: Univ. of Wisconsin 
Sta. 1941, Pp. 48.) 
E. R., editor. Consumption Taxes. Law and Contemporary Problems, 
vil, no. 3, (Durham: Duke Univ. School of Law. 1941. Pp. 415-654. 
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WEISSMAN, R. L. The folklore of inflation. (Washington: Am. Council on Pub. 
Affairs. 1941. Pp. 26. 25c.) 

Assessment organization and personnel. (Chicago: Nat. Assoc. of Assessing Of 
ficers. 1941. Pp. xvi, 429.) 

Dominion of Canada income war tax act. (Chicago: Commerce Clearing House 
1941. Pp. 123. $1.) 

Drainage district organization and finance, 1879-1937. Survey of local finance 
in Illinois, vol. 7. (Chicago: Illinois Tax Commission. 1941. Pp. 213.) 
Essential facts for fiscal policy. (New York: Nat. Industrial Conf. Board. 1941 

Pp. 135.) 

Mubicipal accounting statements. Bull. no. 12. Rev. ed. (Chicago: Nat. Com- 
mittee on ——— Accounting. 1941. Pp. ix, 206. $2.) 

Our taxes—-and what they buy. Rev. ed. Pamph. no. 28. (New York: Pub 
Affairs Committee. 1941. Pp. 32. 10c.) 

Stock rights tables, 1925-1940, with data for allocating cost or other basis fo) 
income tax purposes. (Chicago: Commerce Clearing House. 1941. Pp. 100 
$1.) 

Steck values and yields for 1941 state tax purposes. (Chicago: Commerce Clear 
ing House. 1941. Pp. 167. $2.) 

The tax law of the State of New York. (Chicago: Commerce Clearing House 
1941. Pp. 336. $2.) 


Money and Banking; Short-Term Credit 


Central Banking in the British Dominions. By A. F. W. PLUMPTRE. (To- 
ronto: Univ. of Toronto Press. 1940. Pp. xv, 462. $4.00.) 


Nominally this book is devoted to an historical description of the central 
banks of Canada, Australia, New Zealand and South Africa. In fact, it 
extends much further. If the paragraphs scattered throughout the book were 
assembled it would be apparent that a sizeable portion of the book is de- 
voted to theory. An early section, pages 14-42, treats in an excellent wa 
“The Nature of Central Banking,” and “The Structure and Operations ot 
Central Banks.” These pages constitute the best known statement of cen- 
tral banking in miniature. 

The most distinctive feature of the book is, however, “in the emphasis 

. . on the heredity and environment of the banks. An institutional and 
historical study of their environment, the local capital markets, suggests 
that the establishment of the banks marked a milestone in the growing in 
dependence of the Dominions, in their emergence from colonial to Do- 
minion status in matters of finance. A study of the heredity of the central 
banks emphasizes the importance of the imperialist forces, working chict 
from London, and of nationalist forces working within the countries It 
also emphasizes the political nature of central banking, placing it among 
the modern methods of state control.”’ : 

After the Introduction, which is devoted to theoretical material, the boos 
is divided into four parts. In Part I the central banks of the four countries 
are, respectively, related to the other financial institutions constituting their 
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apital markets, and the story of the founding and evolution of the central 


bank in that market is interestingly told. 


In Part II the ‘‘Formative Influences” at home that led to the founding 
f the banks, the arguments for central banking, and the attitude of the 
commercial banks, ate juxtaposed to the influences of the Mother Country 
and relations of the central banks within the Empire to one another. 

Part III treats the “Objects and Operations of the Central Banks” within 
their respective countries—the influence of interest rates and credit policies, 
perations in the open market, the stipulation of legal minimum reserves, 
fixed and variable, the use of the bank rate as a control tool in lending and 
rediscounting, and the rise of Treasury influence in the short-term money 
market. Part IV studies the ‘‘Objects and Operations of the Central Banks’’ 
in their snternational aspects, such as their influence on the balance of 
payments, the rate of exchange, and the movement of capital. 

Each part is concluded by an excellent summary. 

The study is a very valuable contribution to the literature of central bank- 
ng. The careful, realistic, tempered but courageous manner of investigation 
gives the reader great confidence in the author’s statements. Although he is 
prominent in one of the Dominions, this nativity does not seem to bias his 

udgment or blunt his criticism. Neither is he an apostle or missionary bent 
a converting the Dominions or the outside world to the grand benefits of 
entral banks; nor does he hold in too high regard the various commis- 
sioners that advised in the founding of the central banks, having modeled 
them too much upon the English or American pattern and having per- 


anks, in contrast to the models, had to operate. 

By careful comparisons and contrasts of the economic and political en- 
vironments of the four Dominions among themselves, and as between them- 
elves and the central banks of England, the United States and other old 

untries, and of the statute and form of the central banks, the student is 
nade to realize the adjustments that had to be made in the structure of the 
sanks, the limit and method of operations, and the theory of central bank- 

The book concludes with a 20-page appendix of useful statistical mate- 
tial; and a very liberal array of footnotes supplies a rounded bibliography. 

RAY B. WESTERFIELD 

Yale University 


‘it Control; A Study of the Genesis of the Qualitative Approach to 
Credit Problems. By HELEN J. MELLON. (Washington: American 
Council on Public Affairs. 1941. Pp. xii, 134. $2.00.) 


ne purpose of all credit control schemes is continuous maximum pro- 
' at minimum real cost. Much diversity of opinion exists as to the 
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means of attaining this goal, and the understanding of the controversy te. 
quires an investigation into the premises underlying the nature of credit 
and the credit system. The greatest contribution along these lines has been 
made by two leading opposing schools, the quantitative theorists and the 
qualitative theorists. 

Dr. Mellon’s study traces the genetic development of qualitative theory 
in both England and the United States up to the beginning of the first 
World War. By that time, Dr. Mellon claims, the essential parts of the 
framework of the qualitative theory had been completely analyzed. The 
author has wisely chosen for study only those theorists whose works ex- 
plained some neglected aspect of the general qualitative position because 
the broad outlines of the question were recognized almost from the first 
The theorists included in the study were not personally conscious of their 
position in the general growth of the qualitative school but their discussion 
always opposed some current proposal based on an unsound general quanti 
tative control of the exchange mechanism. 

Present-day emphasis on schemes to control the exchange mechanism 
makes Dr. Mellon’s study timely. She has advanced the knowledge of the 
credit system by a keen examination of the works of British writers (Adam 
Smith, Henry Thornton, Thomas Tooke) and American writers (Alexander 
Hamilton, Eric Bollman, Willard Phillipps, Albert Gallatin, Richard Hil- 


dreth, Thomas Dew), antedating the issuance of the Bullion Report in 
1810 and the passage of the Peel Act in 1844. 


E. ROGOFF 
Hunter College 
NEW BOOKS 


BOLLINGER, L. L. Finance defense orders. (New York: McGraw-Hill. 1941 
Pp. x, 172. $2.50.) 

BRADFORD, F. A. Money and banking. Rev. ed. Longmans econ. ser. (New 
York: Longmans Green. 1941. Pp. xv, 845. $3.75.) + 

GARLOCK, F. L. Country banking in Wisconsin during the depression. Technica 
bull. 777. (Washington: Supt. Docs. 1941. Pp. 112. 15c.) _ 

Hint, R. J. Money at work; an outline of money and credit in the United State 
(Boston: Standish, Ayer & McKay. 1941. Pp. 35.) 

O'Connor, W. V. The law of national banking. (Chicago: Callaghan. 194! 
Pp. 1071. $10.) 

SHENOY, B. R. Ceylon currency and banking. (Madras: Longmans Green. 194! 
Pp. xi, 300.) F 

SOUTHWORTH, S. D. and CHAPMAN, J. M. Banking facilities for bankless to 
(New York: American Economists Council for the Study of Branch Banking 
1941. Pp. 75.) 

Board of Governors of the Federal Reserve System. Banking studies. (Baltimo: 
Waverly Press. 1941. Pp. x, 496. $1.50.) ‘a 

Federal Deposit Insurance Corporation. Annual report for the year enaed 
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cember 31, 1940. (Washington: Federal Deposit Insurance Corporation. 
1941. Pp. 273.) 

Proceedings of the second biennial institute on credit, held at the Ohio State 
University, November 1, 2, 1940. College of Commerce conf. ser. no. C-12. 
(Columbus: Ohio State Univ. Pubs. 1941. Pp. vii, 209.) 

Proceedings of the second New Hampshire bank management conference, held 
at the Amos Tuck School of Business Administration, Dartmouth College, 
May 16 and 17, 1941. (Hanover, N.H.: Amos Tuck School of Business 
Administration. 1941. Pp. 97. $1.) 


International Trade, Finance and Economic Policy 


Nazi Europe and World Trade. By CLEONA Lewis. (Washington: Brook- 
ings Inst. 1941. Pp. xi, 200. $2.00.) 


This book performs the very »1seful service of organizing the factual ma- 
terial pertinent to one of the economic problems raised by the recent po- 
litical developments in Europe. Its subject matter, the potential effect upon 
nternational trade of a nazi victory, has often been discussed in a rather 
loose and general way. In this book, the problem is treated on the basis of 
the concrete factual data that is available. The author raises the question of 
whether the codrdinated economic power of a combined European continent 
would be sufficiently great to enable Europe to dictate the terms of trade 
to the rest of the world, and particularly to a United States in possession of 
surpluses it cannot consume and wants to sell abroad. On the assumption 


ing Great Britain), Miss Lewis traces the trade relationship between that 
continent and the rest of the world as it concerns all the essential agricultural 
and industrial raw materials, and as it concerns trade as a whole. As part of 
this task she not only presents an estimate of the balance of payments which 
would then obtain between nazi Europe and the rest of the world, but she 
ctually has retabulated and reclassified the huge mass of statistical material 
n international trade between European countries and the rest of the 
world. As far as I can judge, the work was done with extreme care and 
ution. All the calculations were carried through for 1929 and 1937, on 
the assumption that 1937 was a year of reasonably normal trade relations 
nd not yet too much affected by war preparations in various countries. Miss 
Lewis comes to the conclusion that nazi Europe would still be largely de- 
pendent on the outside world for great quantities of important industrial 
iid agricultural raw materials. She is justified in doubting whether nazi 
Vermany’s position as a purchaser of large quantities of raw materials 
will permit her to exercise as important an influence over world markets as 
‘ome writers have suggested. 

Miss Lewis knows full well that, regardless of what happens in the 
mmediate future, post-war trade will be much different from trade in 
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either 1929 or 1937. And yet she maintains—and I would agree—that the 
trade relations existing in 1937 give an important clue to the trade relations 
which might develop between a victorious nazi Germany and the rest of 
the world. The necessary qualifications are apparent. In the event of such an 
outcome, trade may be greatly affected by new political alignments; there 
is always the possibility that new industrial developments and inventions 
and better organized European markets may change the international trade 
of Europe considerably; and there is also the possibility that Great Britain 
would deliberately change her trade policy with respect to the European 
continent and trade with it not at all or much less than in the past. But 
in the absence of unforseen developments, no matter how successfully nazi 
Germany might reorganize the economic life of Europe, and no matter 
how anxious she might be to achieve self-sufficiency, she .ould still have 
to purchase large quantities of commodities outside her own area. Should 
she win, her dependence on the outside world for raw materials would 
remain an important weapon in the hands of the Western Hemisphere 
Miss Lewis makes no allowance for a possible change in the present dis- 
tribution of colonies. Should such a change give Germany control of some 
of the raw materials producing territories, her trade situation would, of 
course, be significantly changed. 
OTTO NATHAN 


New York Universit) 


Finansirovanie Vneshnei Torgovli (Financing Foreign Trade). By N. \ 
STEFANOV, editor. (Moscow: Vneshtorg-Izdat. 1935. Pp. 415. 10 
rubles. ) 

This book was written by several Russian experts in the field of inter 
national trade, and is divided into two main parts of which the first deals 
with the basic problems of international payments: (1) mechanism regu: 
lating payments, (2) foreign currencies, and (3) financing foreign trade 
in capitalist countries. The second part is the most interesting since it 1s 
devoted to the little known methods of financing foreign trade in Soviet 
Russia and particularly foreign trade planning. 

The plan of international trade is called the currency plan. Actually, it 1s 
an estimate of all receipts and payments in foreign currencies of Soviet Rus 
sia for a definite period of time. Since the accounts of Russia with foreige 
countries are settled only in foreign currencies, the foreign currency — an 
embraces all monetary receipts from and payments to foreigners, which it ' 
assumed will take place during a definite period of time. The —? and 
desirability of planning receipts from and payments to foreign countries 4 
a result of the planned character of the economy of the country, the foreign 
trade monopoly, and the exclusive rights of the Gosbank (state bank) t 
settle international accounts. 
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The currency plan of the U.S.S.R. is not only an estimate of the future 
balance of payments, but, more important, it also gives directions or is a 
blueprint as to the future operations of the Peoples Commissariat of Foreign 
Trade and its agents. 

The currency plan consists basically of two other plans, one dealing with 
non-commercial operations and the other dealing with foreign trade, both 
imports and exports. The former includes all kinds of receipts and pay- 
ments, such as expenses of trade representatives abroad, receipts and ex- 
penses connected with borrowing abroad, drafts and bills of non-commer- 
cial nature, tourist trade, etc. The second plan deals with all commercial 
transactions and includes also credit operations of the Gosbank. The cur- 
rency plan is based upon individual plans of all export and import organi- 
zations, including those of the Gosbank. On the basis of these plans, the 
Peoples Commissariat of Foreign Trade of Soviet Russia develops its own 
plan with the assistance of the Gosbank and the Peoples Commissariat of 
Finance. It is then approved by the state planning board and the govern- 
ment. All the plans are yearly and quarterly. 

The currency plan is compiled in rubles the value of which is determined 
by the Gosbank as of the date the plans are made, although receipts and 
payments are made in foreign currencies. Plans in foreign currencies are 
made for individual countries. 

The export and import plans themselves are made up of a series of other 
plans related directly with all import and export operations. The prices of 
exported commodities are based upon the actual prices obtained for similar 
g00ds in the preceding two months; the plan takes into account world prices 
and the phase of the business cycle. Moreover, the weighted average price of 

ich commodity is computed. 

(he plan includes also estimates of all foreign currency receipts and pay- 
ments by country and a balance of payments for each of them. The import 
plan contains schedules of commodities to be purchased, their delivery, 
type of payment, etc. Permission for ordering, buying, or selling goods 
‘road is issued by the Commissariat of Foreign Trade, but the Gosbank 

trols all the expenses and it will not transfer currency abroad if the 
expenses have not been included in the plan, or if they exceed the planned 


mits. 


The settlement of international accounts as related to plans require the 
acentration of all gold and foreign currency in one agency. This agency 
the Gosbank of the Union of Soviet Socialist Republics, which has the 
«clusive right to settle all international accounts. Foreign currency is sold 
y the bank according to rates established by its special department. The 
wosbank daily buys foreign currency from export organizations and sells 
import and other agencies. The operations connected with the transfer 
‘funds abroad, such as sales of checks, drafts, bills, etc., are similar to 
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those used outside Russia. As the sole agency in the field of internationa] 
payments between Soviet Russia and foreign banks and companies, the 
Gosbank performs a series of operations on its own account. 

The bank is fully informed as to the volume of export goods sent out 
when they will be sold, and so on. It is also informed as to all payments 
to be made. Thus, it is enabled to plan its credit operations. The interna- 
tional accounts are settled through foreign correspondent banks. 

The analysis of the elements of the currency plan, which is a schedule of 
the balance of payments of Soviet Russia for a definite period of time, 
shows the approximate turnover of accounts with correspondent banks, 
while data of the export and import planning by country and the analysis 
of obligations enable the bank to foresee payments to be made to different 
countries. The bank has great possibilities in arbitrage and conversion 
operations because of its information with regard to future currency inflow 
and outflow, and it is permitted to buy and sell foreign currency according 
to need. 

The concentration of all payments in the Gosbank simplifies greatly 
the control over all payments abroad in conformity with approved plans, 
and the concentration of all foreign currency accounts enables it to know 
the exact state in which the currency plans are. The balance of international 
payments of Soviet Russia is based on figures of actual daily, monthly. 
quarterly, etc., operations of the bank with its correspondents. Thus, in 
any given period of time, the bank has a clear picture of the state of its 
currency resources and of the progress in foreign trade plans. 

M. V. CoNnDOIDE 

Ohio State University 


Zur Theorie des Internationalen Handels. By Hirost KITAMURA. (Wein- 
felden, Switzerland: Neuenschwander. 1941. Pp. xviii, 269.) 

This critical essay on the theory of international trade contains little that 
has not been said before. The lack of originality, however, detracts from 
the value of the book only in relation to the expectations raised by the 
author's explicit and implicit promises in the foreword and the text. Fight: 
ing strawmen sometimes has pedagogical value. But when it is done through 
a maze of wordiness exceeded only by occasional confusion of the ideas 
themselves, even that advantage is lost. And yet, since throughout the book 
Mr. Kitamura is concerned with the right problems, the reader will have 
been stimulated almost as often as he has been exasperated. 

Part II, following the introduction, on “International Division of Labor 
and the Principle of Comparative Real Cost” revives the question as (0 
whether comparative cost should be stated in terms of “real” costs or 0p: 
portunity costs. With Viner, opportunity costs are rejected in favor of the 
former, chiefly on the familiar grounds of fixity of factor supply and con 
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sumer indifference maps. With Samuelson’s solution of this difficulty (see 
this Review, June, 1938), through a new formulation of the opportunity 
cost theory which allows of variations of factor supplies and the cor- 
responding indifference maps, the author seems not to have been familiar. 

In Part III, “International Income and Prices in Long-Run Equilibrium,” 
the reader is exposed to a laborious polemic against Mill's reciprocal de- 
mand concept and the Marshallian offer curves. They are found totally 
inadequate because, for example, they cannot show commodity terms re- 
maining the same after a capital transfer. Surely, Marshall would never 
have denied that both curves may shift, in which case the difficulty dis- 
ppears. Furthermore, it seems a bit late in the day to accuse economists of 
having neglected the real cost side in favor of the demand side. Instead of 
simply showing how the real cost ratios, when looked upon from the view- 
point of absolute productivity differences, set limits within which money 
wage rates may fluctuate and how they, when stated comparatively (within 
each country), set limits to the commodity terms of trade, the author is at 
pains to prove priority of determination by the real factors. The confusion 
between “‘stable equilibrium” and “optimum” much reduces the value of 
his statement of the general equilibrium conditions of international trade, 
inditions which otherwise resemble closely those which Mr. Keynes has 
riven in his Treatise. 

Part IV, “Balance of Trade and the Rate of Exchange,” besides the 
familiar criticisms of the general validity of the purchasing power theory, 
ontains some competent analysis of international price adjustments in the 
light of modern monetary theory. In a work of this nature, however, some 
mention should have been made of the foreign trade multiplier and its 
unsettled problems. In Part V, ‘“‘Remarks on Some Fundamental Questions 
f Commercial Policy,” the author’s heart and soul rather than his un- 
loubtedly keen analytical faculties are devoted to showing the detrimental 
tiects of free trade on industrially underdeveloped nations. The statement 
that free trade will increase the disparities of national real incomes in the 

groups of countries is used without analytical proof as justifying inter- 
ention. In spite of much interesting discussion of the vexing problems of 
measuring the gains from trade, one wonders whether Mr. Kitamura’s 
clusions in effect amount to any more than a rather cumbersome defense 
the infant industry argument for protection. 

One obvious lesson may again be drawn from Mr. Kitamura’s book by 
‘hose given to writing polemics. The new doctrine or formulation is more 
‘kely to find acceptance if the conditions under which the attacked result is 
‘tue are carefully stated, than if the assumptions behind the older position 
re surreptitiously changed. 

H. K. HEUSER 

Fletcher School of Law and Diplomacy 
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NEW BOOKS 


Brookes, J. I. International rivalry in the Pacific Islands: 1800-1875. (Berkeley 
Univ. of California Press. 1941. $5.) 

Bupp, J. T. Custom house guide; 1941 ed. (New York: Custom House Guide 
1941. Pp. 1532. $15.) 

CarTER, A. E. The battle of South America, (New York: Bobbs-Merrill. 1941. 
$2.75. 

Pianwite? P. Les fonds d’égalisation des changes at leurs fonctions économique 
Préface de M. F. W. PatsH. (Lausanne: F. Roth & Cie. 1940. Pp. 222.) 
SALERA, V. Exchange control and the Argentine market. Stud. in hist., econ 

and public law no. 485. (New York: Columbia Univ. Press. 1941. Pp, 283 
$3.50.) 

A study of a neglected sector of recent international commercial policy— 
British bilateralism vis-a-vis Argentina— of its unfavorable effects on Amer 
ican trading interests, and of possible means for improving the American 
position in the Argentine market. 


Banks for International Settlements: eleventh annual report, 1st April, 1940 
31st March, 1941, (Basle: Bank for Internat. Settlements. 1941. Pp. 192.) 


Business Finance; Insurance; Investments; 
Securities Markets 


NEW BOOKS 
BaDGER, R. E. and GUTHMANN, H. G. Investment; principles and practice. 3rd 
ed. (New York: Prentice-Hall. 1941. Pp. 919. $6; school ed., $4.50.) 
Birp, F. L. Revenue bonds. (Los Angeles: Haynes Found. 1941. Pp. 45. 15c.) 
Dewine, A. S. Financial policy of corporations. 4th ed, Vols. 1 and 2. (New 
York: Ronald. 1941. Pp. xxii, 702; x, 848. $10.) 
Dice, C. A. and EIreMAN, W. J. The stock market. 2nd ed. (New York: Mc 
Graw-Hill. 1941. Pp. xvi, 486. $4.) 

DouGALL, H. E. and TorGEeRson, H. W. One hundred short problems in cor 
poration finance. Rev. ed. (New York: Ronald. 1941. Pp. viti, 135. 90c.) 
Dowrigz, G. W. and FuLver, D. R. Investments. (New York: Wiley. 1941 

Pp. viii, 631. $4.) 
Ernaupt, L. I/ sistema tributario Italiano. 4th ed. (Turin: Einaudi. 1939. Pp 
xv, 349.) 

The fourth edition of this volume (the first appeared in 1932) differs in 
few important ways from the earlier editions. The five miajor divisions are (| 
general problems of state credit and finance; (2) the tax system (of Italy) ; 
(3) local fiscal arrangements; (4) “‘corporative”’ taxes: and (5) administra 
tion, and problems of shifting and incidence of public fiscal burdens. 1h¢ 
latter occupies less than twenty-five pages. Part II, “The Tax System, | = 
two-thirds of the total and it would indicate the employment of practica’’ 
every type of tax somewhere in the Italian fiscal system. The financial prot 
lems of the contemporary military conflict have so completely altered the tax 
ing policies as to render the volume obsolete. Even as it stands the volume 
may be severely criticized from the standpoint of a scientific analysis in ‘4! 
(a) it offers no critique for fiscal administration except political expediency: 
(b) it give no practical discussion of the upper limits of taxation as a mats 
of social and economic justice; (c) it is without a discussion of the reversio! 
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ary effects in monetary manipulation, especially devaluation; and (d) it is 
faulty in its logic in that the sole purpose of the public fiscal administrator 
must ever be that of supporting the existing political administration. The vol- 
ume is the only one, however, to come to the attention of the reviewer which 
ontains a clear and reasonably satisfactory statement of the ‘“‘corporative”’ 
taxes—second cousins to our “processing” taxes. 

FLoyp F. BURTCHETT 


Harwoop, E, C. and Francis, B. H. Life insurance from the buyer's point of 
view, including annuities, and accident and health insurance. 3rd ed. (Cam- 
bridge: Am. Inst. for Econ. Research. 1941. Pp. 276. $1.) 

Hay, W., editor. The life insurance educator: life insurance, accident and health 

urance. The fire insurance educator: fire, marine. The casualty insurance 
ducator: casualty insurance, liability insurance. The surety educator: surety 

nds, fidelity insurance. (New York: Underwriting Printing and Publish- 
ing. 1941. Pp. 198, 262, 232, 224.) 

The four volumes, edited by Woodhull Hay, contain 57 chapters, averaging 
bout 16 pages. The number of authors almost equals the number of chapters. 
They are all insurance practitioners, specialists in regard to the subjects treated 
by them. Some headlines may be mentioned: Human Life and Social Values 
of Life Insurance, Life Insurance and Taxation, Fundamentals of Accident 
and Health Insurance, Types of Fire Insurance Carriers, War Losses, Aviation 
Insurance, Credit Insurance, Floater Policies, Automobile Liability Insurance, 
Boiler and Machinery Insurance, Bankers and Brokers Blanket Bond, Public 
Official Bonds, and many others. Without any doubt, the handy volumes will 
fulfill their purpose: “not only to aid the producer and underwriter in their 
immediate problems, but to meet the demand of all who desire to broaden 
their insurance knowledge.” However, it is to be regretted that the plan of 
the whole work does not involve a volume on general principles of insurance, 
so that more members of the insurance fraternity, in whichever branch they 
ire occupied, would be learning to understand one another’s activities better. 
The volumes could profitably be read by all students of economics who have 
not attended special classes on insurance. 

ALFRED MANES 


KELLIHER, F., editor. American bankruptcy reports, New ser. vol. 45. (Albany: 
M. Bender. 1941. Pp. 945. $6.) 

LAMONT, S. M. Theory and practice of accident and health insurance. (Philadel- 
phia: Spectator. 1941, Pp. 235. $2.50.) 

Lortus, J. A. Investment management; an analysis of the experiences of 
American management investment trusts. Johns Hopkins Univ. stud. in hist. 
and pol. sci. ser. 59, no. 1. (Baltimore: Johns Hopkins Press, 1941. Pp. 136 
$1.50.) 

VERNON, R. The regulation of stock exchange members. (New York: Columbia 

_ Univ. Press. 1941. Pp. xvi, 152. $2.) 

WARREN, E. H. The rights of margin customers against wrongdoing stock- 
rokers and some other problems in the modern law of pledge. (Cambridge, 
Mass.: Author. 1941. Pp. 478. $4.) 

ENDT, P. F. The classifhcation and financial experience of the customers of a 

pica New York stock exchange firm from 1933 to 1938. (Ann Arbor: 


Author. 1941, Pp. xxii, 269.) 
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Direct reduction loan amortization schedules for loans with quarterly, semi-an 
nual and annual payments. (Boston: Financial Pub. Co. 1941. Pp. 488. $4.) 

Investment trusts and investment companies, report of Securities and Exchange 
Commission, pursuant to section 30 of Public Utility Holding Company act 
of 1935: Part 3, chapters 3, 4, and 5, Abuses and deficiencies in organization 
and operation of investment trusts and investment companies. (Washington: 
Securities and Exchange Commission. 1940. Pp. 799. 1940. $1.) 

Proceedings of the seventy-fifth annual meeting of the National Board of Fir. 
Underwriters, held at the Waldorf-Astoria, New York, May 27 and 28, 1941 
(New York: Nat. Board of Fire Underwriters. 1941. Pp. 168.) 

Questions and answers on insurance management. (New York: Am. Manag 
Assoc. 1941. Pp. 40. 75c.) 


Public Control of Business; Public Administration; 
National Defense and War 


Unfair Competition: A Study in Criteria for the Control of Trade Practice 
By JOHN PERRY MILLER. (Cambridge: Harvard Univ. Press. 194! 
Pp. xiii, 438. $4.00.) 

This book represents a thorough and carefully worked out analysis of the 
history of what is commonly known as “trade regulation” in the United 
States, bringing together much that is familiar and contributing a number 
of important analytical sections. The study covers the regulation of trade 
practices under the common law, the Sherman act, the Federal Trade Com- 
mission and Clayton acts of 1914, the N.R.A., and the recent Robinson- 
Patman, Miller-Tydings, and Wheeler-Lea acts. Public policy in trade 
practice control under each of these laws is analyzed, and the direction of 
development shown. It is pointed out that trade practice regulation has been 
designed primarily to maintain competition by preventing its destruction 
through certain types of intentionally coercive, collusive and deceptiv: 
devices, and that while a broad public objective of maintaining a maximum 
flow of goods at reasonable prices has generally underlain this type 0! 
regulation, control has usually been directed specifically at the maintenanc: 
of individual property rights. 

The author criticizes the lack of consideration which has been given t 
the effects of trade practices in their regulation, particularly the effects on 
consumers, and the failure to provide proper controls in the case of mo- 
nopoly achieved through legal means. He notes a tendency under the N.R.A 
to employ the regulation of trade practices, not for the purpose of main lu 
taining competition, but rather to restrict price declines which threatene¢ 0 


the position of particular industries or groups within an industry, or which tio 
were thought to carry the danger of a general deflationary movement, and thr 
the further tendency to substitute a positive program of fair competition Th 
for one composed of proscriptions defining the methods which are untai reg 
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ni-an The primary contribution of this study rests in the analytical sections 
$4) devoted to an appraisal of the economic and social significance of particular 
hange types of trade practices which have been subjected to control. Among the 
ny = practices which are analyzed in some detail are various forms of price dis- 
ae: crimination, tying and exclusive arrangements, conspiracy and coercion, 
selling below cost, free goods, resale price maintenance, open price filing, 
f Fire and control of output, capacity, and distribution channels. The study con- 
194] dudes with an interesting analysis of the economic and social implications 
of the short-run pricing policies of individual firms under pure competition 
om and monopolistic conditions, and an appraisal of the types of trade prac- 
tice regulation which appear appropriate. 
The author concludes that, generally speaking, the short-run causes of 
price declines serve socially useful purposes and that the effort to restrict 
those declines which are of questionable social merit would involve extreme 
hice lifficulties. He rejects as unwise in most instances the proposal that organ- 
194] zed industry groups could be relied upon to employ powers over prices to 
social advantage, in view of their internal differences and their contrary 
of the interests in terms of broader social purposes. Moreover, he questions the 
Jnited usefulness of price control as a device for bringing about a better utilization 
umber f resources and more equitable distribution of income, even if placed 
’ trade in public hands, except in situations which call for regulation of the public 
- Com- utility type. The effort to control the business cycle through price regulation 
yinson- in particular industries is similarly criticized. 
trade A number of specific suggestions are made for the modification and 
ion of @™ claboration of existing trade practice controls. The author suggests that a 
is been ‘igorous program be undertaken to foster more rational consumer choices 
ruction ae developing standards of products and of labeling and through 
ceptiv more stringent control of advertising copy. To deal with the problem of 
imum monopoly acquired through legal means, he suggests the possibility of revi- 
ype ol on of public policy concerning corporate organization, patents, mergers, 
enance the he ownership of natural resources, and control of the channels of dis- 
nibution, so arranged as to assure the survival of small firms and favoring 
iven t the entrance of new firms, though he does not advance any specific pro- 
ects on posals. For those industries in which the destruction of monopolistic powers 
of mo- @™@ ‘snot feasible or would lead to an uneconomic organization of industry, 
N.R.A i¢ Suggests a positive program of control of trade practices “aimed at in- 
F main: ‘ucing practices which will lead to good results in terms of the level of 
satened ‘mployment, efficient production, the allocation of resources, the distribu- 
¢ which tion of income, etc.” These results, he emphasizes, cannot be achieved 
nt, and ‘rough the initiative of industry groups nor with their voluntary consent. 
petition there are required specific governmental powers to impose the necessary 
unfait regulations. Without making any specific suggestions for control, he fur- 
ember 1941 | Public Control of Business; Public Administration 899 
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ther concludes that trade practice controls be undertaken designed to restrict 
“economic waste,” to influence a better distribution of income and alloca. 
tion of the burdens and gains incident to change, and to mitigate the busi- 
ness cycle. 

The analysis suffers at some points from an effort to fit market facts too 
rigidly into the pattern of the current vogue of thought and expression 
under the theory of monopolistic and imperfect competition, a doctrine 
which attaches too much significance to the ability of individual concerns 
to exert a price “‘policy.”” In specific detail, also, there are a number of 
issues which may be raised. There is at several points an overstatement of 
the variance between existing public policy and what the author considers 
to be appropriate policy. The differences which he points out are in some 
instances not so much a matter of the differences in declared objectives as 
in the full provision of the necessary devices for achieving those objectives 
Moreover, the failure to provide a control is no evidence that it has been 
ignored. This limitation is particularly noticeable in his analysis of the 
limitations of the antitrust laws, in which there is some over-preoccupation 
with the explicit procedures and restrictions which are imposed as against 
the objectives which they are designed to achieve. This is not to say, of 
course, that there is not much room for the further development of trade 
practice regulation, both in furtherance of existing and new objectives, a 
fact which the author fully recognizes. The treatment of the relationship ot 
monopoly to misrepresentation appears in some degree to confuse incentive 
with opportunity, as well as to obscure the cause of misrepresentation. The j 
incentive to misrepresent is equally strong even where there are no monopol} 
controls. Moreover, monopoly does not make it any easier to mistepresent 
though the conditions which bring it about may. 

Several particular issues may be raised in connection with the treatment 
of price discrimination. On pages 128-129, the author states that the trans- 
ferability of demand from one market to another makes discriminatio: 
between markets impossible. This is not necessarily true, so long as the 
quantity of goods which is permitted to flow into the low priced markets 
is limited to the demands of those markets. The requirement he establishes 
that the elasticities of demand in various markets differ as a prerequisite 
to discrimination (p. 129), is of questionable significance in those instances 
in which it will be possible to do a sufficiently selective jol> of market segre 
gation to make them differ in elasticity. The treatment of the exception 
provided in section 2 of the Clayton act to permit the meeting of competition 
(p. 131) does not express the full significance of this exception. It is not 
made clear that this section was designed to allow concerns selling in mao) 
markets to retain or extend their trade in competition with sellers servin 
more limited market areas. A further issue may be raised in connection with 
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the treatment of another proviso of section 2 of the Clayton act, which 
makes discrimination unlawful only where the effect may be substantially to 
lessen competition. The author criticizes this provision on the ground that 
discrimination in the economic sense presupposes some element of monopoly 
power or some other imperfection (p. 131). This is not always true of dis- 
crimination which is designed to create a monopoly, and which is confined 
locally and covers only the quantity of products necessary to satisfy those 
local demands. 

There is a general overemphasis of the lack of consideration of con- 
sumer interests under the Clayton and Federal Trade Commission acts. 
While it is technically necessary to show injury to competitors in order to 
prove the violation, as the author indicates, it is usually possible to prove 
such injury, when there is an injury to consumers, merely by showing the 
existence of competitors. In some of the cases cited, the difficulty was not 
the inability to show the injury to competitors but rather a failure to show 
the existence of competitors, the weakness thus being in the prosecution of 
the case rather than the law. It is doubtful whether very much of the dis- 
cfimination between various channels of distribution can be associated with 
the effort to discriminate between various classes of final consumers (p. 
169), as the author contends. A more likely explanation of these differences 
n price is the differences in distributive functions performed by the 
various channels, and the different demand positions of the distributors 
themselves. 

There is some question whether the use of the loss leader is based upon 
the existence of interdependent demands for particular products (p. 249). 
Rather, it is based upon the convenience of buying the particular group of 
products to be purchased in any one day at a single location, irrespective 
f what those products might be, a fact which the author recognizes at an- 
other point. The author on page 250, cites profit data calculated on a per- 
centage of sales basis as evidence of differences in the rates of return earned 
n different lines of merchandise, without demonstrating the relationship 
it these earnings to invested capital. The suggestion that price control be 
imposed in highly competitive industries to encourage the movement of 
capital to less competitive industries (p. 415) 1s open to the objection that 
the limitation on investment in the competitive industries, which the author 
sees would be necessary to achieve this purpose of price control, could accom- 
plish the objective even in the absence of price control. 

In general, the study constitutes an interesting and valuable addition to 
the literature of trade practice regulation. Its few minor flaws do not mar 
the substantial contribution which is made. 


VicToR ABRAMSON 
Wa hington, D.C. 
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Studies in War Economics. Studies and reports, series B (economic condi- 
tions), no. 33. (Montreal: International Labour Office. 1941. Pp. 199. 
$1.00.) 

The International Labor Office has a better record than most of the other 
agencies of the League of Nations as far as understanding of social change 
is concerned. Its recent publication, Studies in War Economics, is an adapta- 
tion of economic theory to war problems in a democracy. 

The first four chapters of the book, ‘Economic Organization for Total 
War, with Special Reference to the Workers,” by E. F. Penrose; “Who 
Shall Pay for the War, an Analysis of the Keynes Plan” and “Relative 
Wages in War Time,” by E. J. Riches; and “Control of Food Prices,” by 
A. S. J. Baster, form a unity. They deal with policy problems in general. 
The last two chapters, one on housing in a war economy by C. M. Wright 
and the other on effects of the war on the textile industry by E. T. Denhart, 
refer to specific problems and should be reviewed separately by a specialist 
in the respective fields. 

The problem and its setting are described by Professor Penrose, who 
examines changes in production and consumption, general fiscal policy and 
foreign trade problems in a war economy. 

He explains why a tax policy can serve as a brake against inflation and 
why it is preferable to administrative price control and rationing. He en- 
dorses Keynes’s plan to defer payment rather than to deprive the poorer 
groups of any benefit from the increase in their money incomes earned 
during the emergency. 

In order to achieve maximum production the state can either offer at- © 
tractive financial inducements to private firms or special powers must be 
given to the government. Penrose prefers the latter alternative. He believes 
that the private entrepreneur has little place in war production. In peace- 
time, private business men may forecast effective demand. In armament 
production, Penrose believes that competent organizers of the productive 
process should take the place of private entrepreneurs because the needs are 
fixed by the general staff instead of being determined by civilian demand 

The writer of this review does not agree with all of Penrose’s specific 
proposals. He believes that the Penrose plan providing for a “100% excess 
profits tax’’ could not eliminate war millionaires. The reviewer is of the 
opinion that a revised personal income tax could provide better ways of 
capturing excess profits. Minor objections, however, should not detract 
from the value of the analysis and suggestions presented. 

Riches gives a fair description of the Keynes plan. He takes a positive 
attitude toward the plan in general, but he offers various minor criticisms 
and suggests that it be partially amended. 

Wage rises are classified as follows: (1) those due to a change in the 
nature of the work; (2) those brought about as a result of wage negotia- 
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tions based on the rising cost of living; (3) those due to increased demand 
for certain types of labor together with decreasing demand for others. In 
the light of this classification, Riches examines some experiences during 
World Wars I and II. He might have added valuable information by giv- 
ing details about French and German policies during the post-war inflation. 

In principle, Riches is not opposed to wage control as such, but he em- 
phasizes the need of proper safeguards and of fitting control schemes into 
a general plan of war finance and production. He also insists on the neces- 
sity of trade union cooperation. 

Baster writes that ‘‘the greatest refinement which can be suggested from 
general principles and administrative practice is to abolish rationing and 
reintroduce the free pricing system at important points.” The reader cannot 
help thinking that this applies for wages as well, since we cannot have a 
wage control without a ceiling on prices. 

Baster believes that price control of specific commodities can be effective 
only if a fiscal policy is devised which provides for reduction of purchasing 
power available for consumption. He even makes a case for rationing 
wherever “prices are fixed at any lower level than that which would just 
clear the market.” Under war conditions the government must ‘“‘control 
various strategic points in the economic system.” 

Baster, Penrose and Riches agree that no scheme, be it rationing, price 
control, wage control or all three combined, can be effective without an 


adequate fiscal policy insuring that the stream of money payments will not 
increase without a corresponding increase in the quantity of consumers’ 
goods available. 


HENRY SIMON BLOCH 
University of Chicago 


Federal Trade Commission Silver Anniversary Commemorative Issue. 
George Washington Law Review, January-February, 1940. By 
S. CHESTERFIELD OPPENHEIM, editor. (Washington: George Wash- 
ington Univ. 1940. Pp. 249-748. $1.00.) 


Celebrating the twenty-fifth anniversary of the Federal Trade Commis- 
sion, the George Washington Law Review devoted its January-February, 

1940, issue to a series of esticinn describing and appraising the work of the 
Commission. $. Chesterfield Oppenheim, professor of law at George Wash- 
ington University, edited the volume. Among the authors are Huston 
Thompson, a former commissioner; Robert E. Freer, now a member of the 
commission; W. H. S. Stevens, former assistant chief economist; and a 
variety of lawyers, public officials, and students of government whose work 
has brought them into continuous contact with the commission. The fifteen 
articles discuss the commission’s history, its place in administrative law, its 
Procedure and practice, its personnel, its trade practice conference rules, 
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various aspects of its jurisdiction, its investigatory powers, its administration 
of the Export Trade act, its contribution to industrial and economic analysis, 
and various aspects of its law enforcement program, including activity under 
the Robinson-Patman act, proceedings against price conspiracy, and proceed- 
ings against tying contracts. The volume includes a list of references on 
the work of the Federal Trade Commission selected by Madge E. Harkness, 
assistant librarian of the commission, appendices giving the text of the 
statutes from which the commission derives its authority, and a list of the 
economic investigations conducted between 1915 and 1939. 

The consistent high quality of the articles and the intimate knowledge 
of the commission which most of the authors have in common make this 
volume unusually valuable. 

Corwin D. Epwarps 

W ashington, D.C. 


America Prepares for Tomorrow. By WILLIAM Dow BOUTWELL and asso- 
ciates. (New York: Harpers. 1941. Pp. xv, 612. $2.65.) 

Directed to both students and general readers, this book “‘is an effort to 
report the facts of the national defense program” and attempts to avoid 
being “‘a book of opinion.” In doing this the reviewer feels that the authors, 
being so close to the center of the subjects discussed, have perhaps leaned 


over backward and failed to give enough of generalized conclusions which 
will serve to tie the forest of details together. One cannot escape the feeling 
that the general reader will be left with an impression of heterogeneous 
factual material, insufficiently codrdinated. This should not in any sense be 
interpreted as a wish to see the objectivity of the book reduced, rather that 
something more of editorial evaluation should have been included. 

The wide range of materials has been divided into nine parts: (1) part: 
ners against peril (the government set-up); (2) for order among nations 
(aid to democracies and codperation in the Western Hemisphere); (3) 
materials and tools; (4) human resources; (5) finance and inflation; (6) 
armed forces; (7) on the home front; (8) present and future; (9) docu- 
mentary index. 

In as comprehensive a survey as this, selection is necessary and it is inevita- 
ble that in certain instances details are open to question. The reviewer is o! 
the opinion that a very valuable addition would be found in at least a brief 
and concise presentation of the causes of war in this modern instance. In 
the final chapter, entitled “‘Demobilization Day,” notation is made to the 
effect that various agencies and individuals are at work making plans for the 
future. Many readers will wish to know more of the character of the impot- 
tant problems which will be faced when war ceases, with possibly some 
indication of the directions in which we will need to move. A short para 
graph cannot fill the need which many feel. One’s judgment on such matters 
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as these is of course colored by the particular materials desired. For some, 
these points may be desirable omissions. In terms of the goal set up by the 
authors—to give a broad overview of the activities and agencies involved in 
the total defense effort—a highly detailed and comprehensive piece of work 
has been done, one which deserves praise for the care and completeness with 
which the project has been carried through. 


J. O. McCLintTic 
Pasadena Junior College 
NEW BOOKS 

BACKMANN, J. and BACKMANN, H. British wartime control of rayon and rayon 
products. Contemporary law pamph. ser. 4, no. 9: Law and bus. ser. (New 
York: N. Y. Univ. Law Quarterly Review. 1941. Pp. 37. $1.) 

CUSHMAN, R. E. The independent regulatory commissions. (New York: Oxford 
Univ. Press. 1941. Pp. xiv, 780. $5.) 

EINzIG, P. Economic warfare, 1939-1940. (New York: Macmillan. 1941. Pp. 
160. $1.75.) 

A new edition of Economics of the Next War, this volume has been re- 
named and revised to cover the actual economic problems raised by the 
present war. 

GELLHORN, W. Federal administrative proceedings. (Baltimore: Johns Hopkins 
Press. 1941. Pp. 155. $2.) 

GINSBURGH, R., WINTERICH, J. T., BLAKESLEE, V. F. and Howe, H. E. Edited 
by THEODORE GRANIK. America’s defense primer. (Philadelphia: Lippincott. 
1941. $2.) 

In terms of tanks, planes, guns, ships and men, outstanding authorities 
of the Army and Navy tell the story of America’s defense effort. 


|ACOBSTEIN, M. and MouLTON, H. G. Effects of the defense program on prices, 
wages, and profits. Pamph. no. 29. (Washington: Brookings Inst. 1941. Pp. 
13. 25c.) 

MaRLIO, L. A short war through American industrial superiority. Pamph. no. 28. 
(Washington: Brookings Inst. 1941. Pp. 58, 25c.) 

PATTERSON, E. M., editor. Defending America’s future. Annals, vol. 216. (Phil- 
adelphia: Am. Acad. of Pol. and Soc. Sci. 1941. Pp. 228. $2, paper.) 

STONE, I. F. Business as usual; the first year of defense. (New York: Modern 
Age Books. 1941. Pp. 275. $2.) 

A critical summary of the defense effort to date, by the Washington editor 
of the Nation. 

WYNNE, W. H. The wartime prices and trade board; a study of consumer pro- 
tection, under war conditions, in Canada. Consumer div. bull. no. 13. (Wash- 
ington: Office of Price Administration and Civilian Supply. 1941. Pp. 28, 
mimeographed. ) 

YOUNG, T. P. Economics and government. (St. Louis: St. Louis Law Pr. Co. 
1941. Pp. 384.) 

After defense—what ? (Washington: Nat. Resources Planning Board. 1941. Pp. 
18.) 

nics of defense and reconstruction; symposium. (New York: League for 
Industrial Democracy. 1941. Pp. 48. 15c.) 


iS 
er 
nN 
S, 
e 
1€ 
)- 
0 
>, 
h 
1S 
at 
t 

} 
} 
] 
1- 
[ 


904 Reviews and New Books [ December 


Germany's challenge to America’s defense, Planning pamph. no. 4. (Washing. 
ton: Nat. Planning Assoc. 1941. Pp. 40. 25c.) 

Our federal government and how it functions. Compiled by workers of the 
writer's project of the WPA in the District of Columbia. 2nd ed. Sponsored 
by the George Washington University. (New York: Hastings House. 1941. 
Pp. ix, 272. $2.50.) 

Quarter-century of citizen concern with government ; a preface and a bibliography 
of the Detroit Bureau of Governmental Research, 1916-1941. (Detroit: Detroit 
Bur. of Governmental Research. 1941. Pp. 62. Gratis.) 

State and federal regulation of the milk industry. (Chicago: Council of State 
Governments. 1941. Pp. 19. 50c.) 

U. S. Supreme Court business law decisions 1940-41. (Chicago: Commerce 
Clearing House. 1941. Pp. xii, 248. $1.) 


Industrial Organization; Business Methods and Policies 
NEW BOOKS 

CoNANT, W. H. Outworn business idols. (New York: Barron’s. 1941, Pp. 125. 
$1.50.) 

HOLDEN, P. E., FisH, L. S. and SmirH, H. L. Top management organization and 
control; a research study of the management policies and practices of 31 lead- 
ing industrial corporations. Conducted under the auspices of the Graduate 
School of Business, Stanford University. (Stanford University: Stanford Univ 
Press. 1941. Pp. xvii, 239. $4.) 

Leavitt, J. A. The voting trust; a device for corporate control. (New York 
Columbia Univ. Press. 1941. Pp. 216. $2.50.) 

Pace, A. W. The Bell Telephone System. (New York: Harper. 1941. Pp. ix, 
248. $2.) 

A glowing account of the business practices and philosophy, the accomplish- 
ments and problems of the Bell Telephone System, by a vice-president of the 
American Telephone and Telegraph Company. 


TipPetts, C. S. and LiveRMoRE, S. Business organization and public control 
2nd ed. (New York: Van Nostrand. 1941. Pp. xi, 710. $4.) 

Corporation laws of New York. (Chicago: Commerce Clearing House. 1941 
Pp. 345. $1.) 


Marketing; Domestic Trade 


Marketing Policies. By HUGH E. AGNEW and DALE HouGurTon. (New 
York: McGraw-Hill. 1941. Pp. xii, 615. $4.00.) 

According to the authors, this volume deals primarily with marketing 
and merchandising policies, other than those involving advertising and sales 
management, which have a direct bearing on the conduct of marketing 
campaigns. Thus, whatever evaluation has been made of the subject matter 
covered in the book has been from the standpoint of those interested di 
rectly in such campaigns rather than from a social viewpoint or from putel} 
theoretical considerations. 

Following the introductory chapter which pleads for more and better 
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business training, three chapters are devoted to market research and analysis, 
ind four chapters consider policies with regard to channels of distribution 
and relationships with various marketing institutions. Beginning with chap- 
ter IX, various specific marketing policies are treated. One chapter deals 
with such miscellaneous policies as those involving relationships with ad- 
vertising agencies and the matter of guaranties. This is followed by a chap- 
ter on good-will, one on private brand competition, three on prices and 
profits, one on premiums and contests, one on packages, and one on sam- 
pling. The remaining chapters dealing with such matters as forecasting 
and budgeting, specific campaigns, industrial marketing, the consumer 
movement, and trade barriers, can hardly be classified as policy chapters 
although their value in such a book is not necessarily questioned. 

The authors must be challenged on several scores. The statement that 
this book literally starts about where most books on the general subject 
f marketing leave off’ is hardly justified. The direct statements and in- 
direct implications that marketing policies have not been treated in general 
books in marketing cannot be substantiated. Much of the material covered 
in this volume can hardly be considered as new as the authors suggest, 
except perhaps from the standpoint of its limited campaign approach. Cer- 
tainly, the usual market research techniques discussed in chapters II, III, 
and IV, most of the so-called evaluation of the material contained in chap- 
ters V, VI, and VII, and the consumer movement have been widely dis- 
cussed in recent marketing books. It is extremely doubtful whether the 
authors will find much agreement with their classification of marketing as 
education only (p. 10). Practically ali marketing authorities consider mar- 
keting as a phase of economics. This approach disregards such widely recog- 
nized marketing functions as storage, transportation and finance, and im- 
plies a complete divorcement of theoretical economic considerations from 
any practical determination of prices and formulation of price policies. 
(he authors also imply that the study of what makes prices, with a view 
of evolving price theory or principles, belongs entirely to the realm of 
economics” rather than marketing. Few marketing authorities would sub- 
scribe to such views. It is in this special field, many marketing men hope, 
that a real contribution may be made by them to the price and value theories 
with which economists have been concerned from time immemorial. 

Despite such shortcomings and limitations, ‘‘Marketing Policies,” will, 
no doubt, tend to focus more attention on the matter of policies. It supplies 
detailed information on certain phases of marketing which have heretofore 
been lacking. In a limited way, it also presents relatively new subjects for 
discussion, such as those embodied in chapter XIII, on continuing services. 


THEODORE N. BECKMAN 
Vhio State University 
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Public Warehousing: Its Organization, Economic Services and Legal Ay. 
pects. By JOHN H. Freperick. (New York: Ronald Press. 1940. Pp 
xii, 301. $3.50.) 

Field W arehousing as a Facility for Lending against Commodities. By Wxs- 
LEY J. SCHNEIDER. (New York: Macmillan. 1941. Pp. 85. $1.00.) 

An Introduction to Field Warehousing. By THE BANK MANAGEMENT 
COMMISSION. Commercial Bank Management Booklet No. 24. (New 
York: American Bankers Association. 1941. 25c.) 

With his new book Professor Frederick has added another meritorious 
work to his already outstanding list of contributions. Except for his studies, 
no book dealing comprehensively with the whole field of public ware. 
housing has appeared for many years. Here he gives attention to the growth, 
organization, regulation, charges, and services of general merchandise ware- 
houses, cold storage warehouses, cold storage iocker plants, and grain 
elevators, devoting separate chapters to grain elevators, the warehousing of 
cotton, other agricultural commodities, and household goods, and to bonded 
warehousing. In addition, the United States Warehousing act is discussed 
in the text, and the act itself, as well as the Uniform Warehouse Receipts 
act, is reprinted in the appendix. The appendix also contains important 
compilations of state laws and regulations dealing with state taxes on ware: 
housed goods, the licensing of public warehouses, and the bonding of wate- 
housemen. 

The subjects of field warehousing, uniform receipts acts, and financial 
services of public warehousing, to which Professor Frederick devotes one 
chapter each, are further supplemented by the pamphlet published by the 
American Bankers Association and by the work of Mr. Schneider, whose 
book is developed from a thesis he prepared for the Graduate School of 
Banking of the American Bankers Association. Field warehousing, which 
the A.B.A. defines as “‘a specialized warehousing function accommodating 
the storage of goods on the owner’s premises under the custodianship of a 
bona fide warehouseman,” is so important that Professor Frederick points 
out (p. 100), “It has been estimated that at some time or another within 
the last few years some 600 different classifications of industry or com 
modities have been used as collateral for field warehouse receipts.” The 
A.B.A. emphasizes the fact that not only the banks but also the borrowers 
may profit from such loans in that the cost of field warehousing is “often 
far below any public warehouse charge, since there is no need for many 0! 
the services provided by general merchandise warehousing as field wate 
housing simply converts private warehouses into public warehouses” (Fred 
erick, p. 101). Mr. Schneider, an officer of the commodity Joan department 
of the Bank of America, has included in his book a list of the advantages 
accruing to both the borrower and the lender as the result of such finan: 
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All three studies should be of particular interest to bankers, warehouse- 
men, and business men whose financing or merchandising policies involve 
warehousing. Though intended primarily for bankers and potential bor- 
rowers under field warehouse receipts, the books by Schneider and the 
AB.A., if considered in conjunction with Professor Frederick’s work, 
would also help to give students of banking a more proper perspective. 
Likewise students of marketing and traffic and sales managers of industrial 
firms would gain from a study of these books designed for the banker and 
the prospective borrower under field warehousing. 


KENNETH LEWIS TREFFTZS 


University of Southern California 
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Richard D. Irwin. 1941. Pp. xv, 1072. $4.) 

Foster, W. T. Instalment pot fondo and cons. Pamph. no. 61. (New York: 
Pub. Affairs Committee. 1941. Pp. 31. 10c.) 

Goong, K. M. Advertising. Rev. ed. (New York: Greenberg. 1941. Pp. 507. 
$3.) 

liter, M. W., editor. Commodity yearbook, 1941. (New York: Commodity 
Research Bur. 1941. Pp. 636. $7.50.) 

LONGMAN, D. R. Distribution cost analysis. (New York: Harper. 1941. Pp. xix, 
280. $4.) 

An attempt to bring to the function of distribution cost accounting methods 
analogous to the highly-specialized methods that have been developed for 
production cost accounting. 


ROADHOUSE, C. L. and HENDERSON, J. L. The market-milk industry. Mc-Graw- 
Hill publications in agric. sci. (New York: McGraw-Hill. 1941. 7 639. $5.) 

RusseLt, F. A. and BEACH, F. H. Textbook of salesmanship. 3rd ed, (New 
York: McGraw-Hill. 1941. Pp. ix, 581. $3.50.) 

VoLp, L. Cases and materials on the law of sales. American casebook ser. (St. 
Paul: West Pub. Co. 1941. Pp. 979. $5.50.) 

WoLrF, R. P. A study of Miami grocery prices. (Coral Gables: Univ. of Miami 
Press. 1941. Pp. 33. $1.) 

Students’ manual for commercial law. (New York: Am. Inst. of Banking. 1941. 
Pp. 56.) 

l'rading in wool top futures. U. S. Dept. of Agric. circular no. 604. (Washing- 
ton: Supt. Docs. 1941. Pp. 111. 15c.) 
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Mining; Manufacturing; Construction 
NEW BOOKS 


BAKKEN, H. H. and Beat, G. M. The cost of manufacturing and marketing 
sugar in Wisconsin. (Madison: Mimir. 1941. Pp. 27. 50c.) 

BorTH, C. True steel; the story of George Nation Verity and his associates, 
(Indianapolis: Bobbs-Merrill. 1941. Pp. 319. $3.) 

A biography of the chairman of the Board of Directors of the American 
Rolling Mill Company. 

JENNY, H. Der schweizerische Kohlenhandel. (Basel: Minster. 1941. Pp. xvi, 
230. Fr. 10.50.) 

This is an excellent descriptive analysis of the marketing structure for coal 
in Switzerland. After a general section on coal, the section on marketing or. 
ganization contains a thorough discussion of the following topics: historical 
introduction; the wholesale trade and its connections with producers and 
retailers; cartel organizations among wholesalers; the retail trade and the 
problem of “overcrowding” among retailers; retailers’ cartels; the consumer 
groups and the channels through which they obtain coal; attempts at the or- 
ganization of cartels among various consumers; the price structure, including 
cartel price-fixing and state regulation; the problem of dealers’ costs and mar- 
gins. An appendix is attached which explains the situation following the out- 
break of World War II. 

Since practically no coal is mined in Switzerland, the country has been 
dependent upon the price policies of foreign (now mostly German) mines 
and their cartels. The study is a good example of how cartels have in turn 
led to more cartels for self-protection. On the whole, the author is rather 


favorably disposed toward the cartels and their policies. His attitude seems 
to be based on the feeling that price-fixing by the cartels has created “orderly 
market conditions” (p. 169). A more critica) and thorough study of cartel 
prices, division of the market among dealers, limiting the entry of new firms, 
etc., would have been desirable. 


W. C. KESSLER 


Porter, H. P. Petroleum dictionary for office, field and factory. 3rd ed. (Hou- 
ston, Tex.: Gulf Pub. Co. 1941. Pp. 263. $3.) 

RAUTENSTRAUCH, W. The design and manufacturing enterprises; a Study in 
applied industrial economics. (New York: Pitman. 1941. Pp. 308. $3.50.) 
REGLI, A. C. Rubber’s Goodyear; the story of a man’s perseverance, (New York: 

Messner. 1941. Pp. 256. $2.50.) 
The biography of Charles Gooldyear, inventor of the vulcanizing process 
for rubber. 


RicHarps, C. S. The iron and steel industry in South Africa. (Johannesburg: 
Witwatersrand Univ. Press. 1940. 567. 25s.) 

Minerals yearbook review of 1940. U. S. Dept. of Interior, Bur. of Mines 
(Washington: Supt. Docs. 1941. Pp. viii, 1459. $2.) ; 
Story of glass. Compiled by W.P.A. Federal Writers Project in Pennsylvania. 
Elementary sci. ser. (Chicago: Whitman. 1941. Pp. 48. 50c.) Am 
Regulation of public utilities; annual report of the Public Service Commission, 
State of New York, for the year 1940. (Albany: Pub. Service Commission 0! 

New York, State Office Bldg. 1941. Pp. 315. 75c.) 


908 
| 
R 
R 
; 
+} 
} 
a} 


1941] Transportation; Communication; Public Utilities 909 


Results of municipal electric systems; record of 758 cities under municipal 
wnership rates in effect 1940-41. 7th ed. (Kansas City, Mo.: Burns & Mc- 
Donnell Engineering Co. 1941. Pp. 425. $5). 

sratistics of electric utilities in the United States. (Washington: Federal Power 
Commission. 1941. Pp. 450. $2.) 


Transportation; Communication; Public Utilities 


Railroad Competition and the Oil Trade, 1855-73. By ROLLAND HARPER 
MAYBEE. (Mt. Pleasant, Mich.: The Extension Press, Central State 
Teachers College. 1940. Pp. x, 451.) 

The opening chapters of this monograph give a detailed account of the 
development of railway outlets from the Western Pennsylvania oil region 
to Pittsburgh, Cleveland, Philadelphia and New York. The rdle of the 
Atlantic and Great Western and Pennsylvania railroads in the development 

f the oil trade, which the author feels has hitherto been underemphasized, 
is considered at length. There follow chapters dealing with rate wars during 
the period 1855-71, the development of fast freight lines, and the contest 
among the trunk lines headed by Thomas A. Scott, Gould and Vanderbilt. 

[n the author’s view the importance of the rebates received by Rockefeller 

before 1870 has been exaggerated. He holds that the principal discrimina- 

tions during the period covered by his study were between cities, and that 
personal discrimination did not become important until later. He concludes 
that “emphasis has been focused much too long upon individual rebates 
merely; and the question of who got it first and how much. Emphasis 
should be placed upon the fact that discriminations were an inherent part 

f the competitive system; and that the economic trend of the time rendered 

them logical and inevitable, however detestable in principle’ (p. 404). 

The third part of the monograph is concerned largely with the rivalry of 
Cleveland and Pittsburgh as refining centers during the period 1861-72, 
with the instability of oil prices and with the first attempts at concerted 
action among refiners. The final part of the volume, entitled, ‘“The Oil War 

f 1872,” gives a detailed account of the South Improvement Company. 

The author finds that the latter received more editorial support from news- 

papers in oil centers than has generally been recognized, that the origination 

{ the scheme cannot be traced to any one person, although Thomas A. 
Scott had a large part in it, and that the scheme was sound in its objective 
f trade stabilization but anti-social in its methods. 

This monograph appears to be a first-class research job. There is an 
extensive bibliography of source material, particularly newspapers which 
apparently had hitherto been neglected by students of the matters treated 
in this book. However, the work suffers from a defect common to research 
monographs in general and historical research monographs in particular, 
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namely, that elaboration of detail is allowed to obscure the broad outlines of 
the problem and its significance. 


ROBERT W. HARBESON 
Rutgers University 
NEW BOOKS 

LANE, C. D. The merchant marine. (New York: Norton. 1941. $2.) 

MILLER, E. I., compiler. A selected list of books, theses, and pamphlets on TVA 
Technical lib. (Knoxville: Tennessee Valley Authority. 1941. Pp. 8, mimeo. 
graphed.) 

Norwoop, A. M., compiler. Congressional hearings, reports, and document 
relating to TVA, 1933-1940. Technical lib. (Knoxville: Tennessee Valley 
Authority. 1941. Pp. 26, mimeographed. ) 

PUFFER, C. E. Air transportation. (Philadelphia: Blakiston. 1941. Pp. xxiv, 
675. $3.75.) 

SPENCER, F. A. Air mail payment and the government. (Washington: Brook. 
ings Inst. 1941. Pp. 407. $3.) 

Electric utility cost units and ratios. (Washington: Federal Power Commission 
1941. Pp. 120. $1.) 


Agriculture; Forestry; Fisheries 


Farmers in a Changing W orld: The Y earbook of Agriculture, 1940. (Wash- 
ington: Supt. Docs. 1940. Pp. xii, 1215. $1.50.) 

The 1940 Yearbook of the United States Department of Agriculture is 
the fifth volume of a new series. In 1936 the yearbooks began to deal with 
a central theme instead of covering a number of somewhat unrelated topics 
The first four volumes were concerned with phases of the natural sciences 
Better Plants and Animals (1936 and 1937); Soils and Men (1938): 
Food and Life (1939). The 1940 number—Farmers in a Changing World 
—deals with phases of the social sciences. It is of special interest to the 
economist. 

The 54 articles, plus an appendix covering some 1200 pages prepared by 
74 authors, make the reviewer's task a perplexing one. The range of subject 
matter treated is high, wide, and extended. At one end of the scale are topics 
such as: The Cultural Setting of American Agricultural Problems, A 
Philosophy of Life for the American Farmer, and several articles on that 
intangible, Democracy, in its relation to agriculture. The other extreme 
includes extended treatments of such prosaic subjects as Rural Taxation 
Farm Tenancy, Standardization of Farm Products, and Reducing the Cost 
of Food Distribution. The in-betweens are represented by discussions of : 
variety of situations and conditions, of which the following are a sample 
agricultural surpluses, city-county relationships, international trade, techn 
cal progress, internal trade barriers, and the agricultural adjustment pro- 
grams. 

Just how one should go about reviewing an encyclopedia in a fruitful 
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manner is a problem this reviewer has not solved to his satisfaction. But 
Farmers in a Changing World is an encyclopedia of an unusual sort. It deals 
with only a selected list of subjects pertaining to a designated field. This 
elps. Furthermore, the architects of the volume have assisted the reader— 
and the reviewer—by organizing the topics under seven separate headings. 
[hey are: 

|. The Farmer's Changing World 

2. Agriculture and the National Welfare 

. The Farmer’s Problems Today and the Efforts to Solve Them 

. Farm Organizations 

5. What Some Social Scientists Have to Say 

. Democracy and Agricultural Policy 

7. Essentials of Agricultural Policy 

From this assortment, the social scientist—-whether he be economist, 
sociologist, or anthropologist—is enabled the more readily to pick out the 
discussions of interest to him. 

The single word “‘change’’ probably represents the dominant note of the 
volume. It is the thread that runs through the entire fabric. Agriculture has 
been subjected to sudden and heavy shocks during the past ten years—some 
say the past twenty years. Outstanding manifestations are increased mech- 
anization of farming, dislocation and loss of foreign markets for agri- 
cultural products, and the shift from a debtor to a creditor nation. Along 
with these the trend toward urbanization continues, thus making farmers 
more and more dependent upon the economic situations in the city. 

Three wars mark the boundaries between periods of great changes in 
American agriculture—Revolutionary, Civil, and World War I. Now 
Vorld War II threatens to add some mighty forces which are not likely to 
eave things as it found them. 

Agriculture from the standpoint of both its economic structure and en- 
vironment is becoming more complicated. Changes of increasing magnitude, 
ind in greater number, are taking place with increasing rapidity. Un- 
doubtedly, the intended inference to be drawn from this emphasis is that 
the jolts descending upon agriculture are greater than it can bear—alone. 
Hence the necessity of numerous action programs of government designed 
io relieve the impacts. 

The sizes and varieties of changes pounding agriculture, and the burdens 
inflicted may be illustrated by a few statements and figures chosen from 
various articles: 

The proportion of workers engaged in agriculture decreased from one- 
half of all workers in 1870, to one-fifth of all workers in 1930. 

During the same period (1870-1930), the average agricultural produc- 
“ion per capita in the United States increased 22 per cent. 

Twice as many people are maturing in rural areas each year as would 
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be required to maintain the number of farm operators at a stationary figure. 

Total cash outlays for both family living and farm operations dropped 
in 1933 to a low point of 48 per cent of the level of 1930. 

In 1938 the farmer received only 40 cents of the consumer's dollar. 

In some states as many as 70 per cent of the farms were operated by 
tenants in 1935. 

Fifty per cent of the farmers of the nation are producing nearly 90 per 
cent of the farm products marketed. 

By now, the disadvantaged group in agriculture includes between one- 
third and one-half of all the farm people in the country. 

From the above one gathers that matters on the farm are pretty bad- 
really worse than one thought. Something should be done about it. Some- 
thing is being done. But emphasis is placed upon the more that should be 
done. Even the city dweller should be interested in exerting greater efforts 
to aid agriculture. The interdependence of the city and the country is well 
portrayed in Part 2—Agriculture and the National Welfare. It deserves 
comment. 

Nutritionally speaking, there is probably a need for all that farmers can 
efficiently produce. Consumer purchasing power is lacking. This makes 
urban unemployment the number one agricultural problem. When con- 
sumer purchasing power is low, farm prices are low. Low farm prices and 
low city purchasing power call for considerable government philanthropy 
to both farm producer and city consumer—not a happy situation. Not only 
would full employment increase the demand for farm goods; it would at- 
tract goodly numbers of farmers to the city factory and workshop, without 
materially reducing commercial farm production. This is an important con- 
sideration. 

But the interdependence is mutal. The city family has a greater, if less 
spectacular, interest in rural affairs than that indicated by those well-known 
bowls which manufacture too much dust for city consumption, or floods 
which put too much water in distant city basements. A prosperous agri 
culture provides an acceptable market for wares manufactured in the city 
Many farm mortgages are owned by those living in town. If matters do not 
go well in the country, these voluntary mortgage owners may become invol- 
untary farm owners. It is easier to collect interest than rent. The country 
youth may become a neighbor of the city family. It is to the interest of 
everyone that his neighbors be fairly well nourished, clothed, housed, and 
schooled in their youth. They make better neighbors. Furthermore, if agtr 
culture is depressed, the city man must provide a goodly share of the funds 
required for carrying the agricultural relief load—a convincing argument 

The volume does not treat in an analytical manner, the various govetn- 
mental action programs designed to combat the ill effects of too rapid 
changes. The programs are described and their purposes defined. But the 
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results of these programs are not weighed. There is little or nothing in the 
volume to indicate, for instance, that at the outbreak of the war in the fall 
f 1939, after seven years of experimentation and the expenditure of several 
billions of public funds in price boosting efforts, the prices of the “basic”’ 
farm commodities were still far below parity. Surpluses of most staples were 
quite as large as they were in 1933. Agriculture’s share of the national in- 
come was no greater than it was at the beginning of the experiment. Hence 
ne must conclude that the purpose of the publication was largely that of 
lepicting the situation, and indicating in a broad manner things yet to be 
lone. What is wrong and how it got that way permeate the pages. The 
success and failures of the major efforts to date are not so closely portrayed, 
ept that one is informed repeatedly that there is still much to be done. 

The outstanding contribution, in the opinion of this reviewer, is the 
lear, convincing treatment of a number of issues pretty generally agreed 
ipon by economists, but highly controversial in the minds of farmers and 
the public generally. Such topics as the importance of international trade 
) agriculture, the advantages of reciprocal trade agreement methods as 
ontrasted with the usual tariff making procedure, internal trade barriers, 
nd the cost of market distribution are discussed in a manner understandable 
to the lay reader. Their treatment in Farmers in a Changing World should 
go far in eliminating prevalent misconceptions. 

ASHER HOBSON 
University of Wisconsin 
NEW BOOKS 
ACKERMAN, E. A. New Englana’s fishing industry. (Chicago: Univ. of Chicago 
Press. 1941. Pp. xix, 303, $4.) 


uF, F. Organizacion de la produccién y comercio de granos en la argentina. 


(Buenos Aires: Govt. of Argentina. 1941. Pp. 24.) 
OGpI A. The California sea otter trade. (Berkeley: Univ. of California Press. 
. $3.) 
RICHARDS, P. Trends in production and foreign trade for meats and livestock 
e United States. U. S. Dept. of Agric. technical bull. no. 764. (Washing- 
ton Docs. 1941. 64. 10c.) 
STUNTZ, S,. C. 


Ewa B. HAWKs. U. S. Dept. of pen misc. rd no. 398. (Washington: 
st. Docs. 1941. Pp. 197. 20c.) 
Wr ICKARD, C. R. Farmers and defense. Introduction by M. L. WILson. (Wash- 
gton: Am. Council on Fae. Affairs. 1941. 40. 25c.) 


ubjects U Ss. Dept. of Agric. misc. = no. ‘60, (Ww ashington: Supt. 
Docs. 1941. Pp. 212.) 

1 semi-annual review of current developments and research in the field of farm 
redit, farm insurance, and farm taxation. Agricultural Finance Review, vol. 
i, no. 1 (Washington: U. S. Bur. of Agric. Econ. 1941. Pp. 84.) 
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Bulletin of the Imperial Institute; a record of progress relating to agricultural, 
mineral and other industries, with sone reference to the utilization of the 
raw materials of the Dominions, India and the colonies. Vols. 38: nos. 1, 2, 
3, 4; 39, no. 1. (London: Imperial Institute, South Kensington, S.W. 7. 1940 
and 1941. Pp. 544; 95. Annual subscription, including postage, 10s.; 25. 9d 
each. ) 

Douglas fir lumber industry. Conducted under the direction of DEXTER M. 
KEEZER. (Washington: Bur. Res. and Stat., Advisory Council to the Council 
of National Defense, 1941. Pp. 98.) 

World production of raw materials. Information dept. papers no. 18b. (London: 
Royal Instit. of International Affairs. Distributed by Oxford Univ. Press, New 
York. 1941. Pp. ix, 69. 85c.) 


Economic Geography; Regional Planning; 
Urban Land; Housing 
NEW BOOKS 
ComsTOock, A., editor. Massachusetts in a defense economy. Mt. Holyoke Coll. 
stud. in econ. and sociology, no. 3. (South Hadley: Mt. Holyoke Coll. 1941, 
Pp. 47, 25c.) 
Davis, A., and others. Deep South, (Chicago: Univ. of Chicago Press. 1941 
Pp. 558. $4.50.) 
FLYNN, H. E, and Perkins, F. E. Conservation of the nation’s resources. (New 
York: Macmillan. 1941. Pp. 395. $1.60.) 
A text for high schools. 


LAUTNER, H. W. Subdivision regulations; an analysis of land subdivision con- 
trol practices. P.A.S. special pub. no. 28. (Chicago: Pub, Admin. Service 
1941. Pp. 346. $3.75.) 

OsTROLENK, B. Economic geography. (Chicago: Richard D. Irwin. 1941, Pp 
820. $4. 

Mccoy Shelter for living. (New York: Wiley. 1941. Pp. xii, 370. $3.75.) 

ROSAHN, B. G. Graded versus proportional rents in public housing; a discussion 
of their advantages and disadvantages, with fourteen plans, proposed or in 
operation. (New York: Citizens’ Housing Council of New York. 1941. Pp 
59. 50c.) 

STARK, S. W. Ailing city areas, economic study of thirteen depressed districi 
in Manahattan. (New York: Citizens’ Housing Council of New York. 1941. 
Pp. 44. $1. 

Fedbral aids Z local planning. (Washington: Nat. Resources Planning Board 
1941. Pp. 151. 30c.) 

As a guide to services and data available in the Federal Government for 
use in connection with local planning, and as an indication of those Federal 
activities which most vitally affect iocal planning, the National Resources 
Planning Board at the suggestion of its Local Plannnig Committee assembled 
these statements concerning 46 Federal Government agencies. 


Indiana; a guide to the Hoosier State. Compiled by workers of the Writers 
Program of the W.P.A. in the State of Indiana. Am. guide ser. (New York 
Oxford. 1941. Pp. 574. $2.75.) 

New Settlement in the Mississippi Delta. U. S. Dept. of Agric. misc. publ. no 
442. (Washington: Supt. Docs. 1941. Pp. 22. 5c.) 
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Oblahoma; a guide to the Sooner State. Compiled by workers of the Writers’ 
rogram of the W.P.A. in the State of Oklahoma. Am. guide ser. (Norman: 
Univ. of Oklahoma Press. 1941. $2.50.) 

Premature land subdivision, a luxury; a problem of local government in New 
Jersey. (Trenton: State Planning Board. 1941. Pp. 58. 50c.) 

Waverly, a study in neighborhood conservation. (Washington: Fed. Home Loan 
Bank Board. 1940. Pp. 97. $1.) 


Labor and Industrial Relations 


h Labour's Rise to Power. By CARL F. BRAND. (Stanford: Stanford 
Univ. Press. 1941. Pp. x, 305. $3.50.) 

Any reader who is interested in the rise of the British labor movement 
will find in this volume a valuable summary of its basic developments. Mr. 
Brand has based his research upon extensive examination of source materials 
nade available to him in Britain and by the Hoover Library on War, 
Revolution, and Peace. His scholarly approach to the subject matter and 
his emphasis upon annotation are enhanced by an excellent style. His book, 
therefore, recommends itself to a reader who wishes to obtain general facts 
about British labor history as well as to one who desires to pursue the 
subject in greater detail, even beyond the limitations of this book. 

Mr. Brand has divided his material into eight studies, namely, the conver- 
sion of the British trade unions to political action; British labor and the 
wartime coalitions; the war aims and peace programs of British labor, 
1914-18; the reaction of British labor to the policies of President Wilson 
luring the World War; the attitude of British labor toward President 
Wilson during the peace conference; British labor and the International 
during the World War; British labor and the reconstruction of the Inter- 
national, 1919-23; the British labor party and the communists. Since a 
number of these studies have appeared elsewhere, some duplication of 
facts and problems is evident but to such a slight degree that injury is not 
caused to the interest of the material. 

It becomes clearly evident from Mr. Brand's discussion that the British 
labor movement has undergone a disorganized growth, but one which has 
deen intertwined with the political, social, and economic threads of British 
life. From 1824, when trade unions were legalized, additional strength 
ind prestige have accrued to them, until today they represent a powerful 
party which has more than once been the guardian of His Majesty's Gov- 
ernment. But the turn in the fortunes of the unions occurred in 1867 with 
the enactment of the Reform Bill which secured the franchise for the town 
laborer. At that moment the unions exhibited, for the first time, their 
nterest and their strength in British politics. The Labor party rose in 
power to such an extent that on May 19, 1915, the Prime Minister extended 
0 it, through its secretary, Arthur Henderson, an invitation to assist in 
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the formation of a coalition government. During the years of the war jt 
assumed greater strength as it acquired responsible offices, and added self. 
confidence and public recognition. 

The rising tide in labor’s favor was nowhere so apparent as in the enor- 
mous upturn in the labor vote which increased from 505,690 in the first 
election in 1910, to 2,244,945 in 1918, and to 4,236,733 in 1922. At the 
war's end, when all Britain was crying out for retribution after victory. 
labor remained true to its standards, fighting against indemnities as morally 
wrong and economically injurious. While this stand cost its exponents 
their seats in the House of Commons, it eventually led to public acclaim 
and the increase in the labor vote. 

Some of the most effective parts of the present volume are those devoted 
to labor’s reaction to war and to peace. After throwing its weight into the 
fight for peace, it found in President Wilson the exemplar of its highest 
ideals, and it received him in the towns and provinces of Britain with the 
wholehearted enthusiasm so characteristic of British workers. Mr. Brand 
does not carry his work into the present war except to give some indication 
of the entrance of the Labor party into similar coalition but on terms signifi- 
cant of its rise in power and responsibility in the twenty-five year interval 

Before 1914, socialist and trade unionist could not meet on common 
ground; frequently members of the Labor party were in opposite camps 
During the years between World Wars I and II labor has improved its 
organizational set-up, clarified its objectives, and extended its program 
The exclusion of communists and the rejection of any form of associatior 
with them has been but one manifestation of the consolidation of the pre- 
viously disorganized labor movement into a cohesive Labor party. 

The part British labor has played in this war remains to be written 
Perhaps a sequel to Mr. Brand’s succinct and valuable record of labor’: 
history is supplied by John Price’s recent Labour in the War. For while 
famous labor leaders, such as Lloyd George, Ramsey MacDonald, Philip 
Snowden, and thousands of others spring from Mr. Brand’s pages, oni) 
slight prophetic reference is given to those who have come forward in 
this war to carry the movement forward. What he has provided for British 
labor is its history. It is to be hoped that he may record the chapter now 
being enacted when present events become historical facts. 

Mary E. MurPHY 

Hunter College 

NEW BOOKS 
BENGE, E. J., and others. Manual of job evaluation; procedures of job analys: 
and appraisal. (New York: Harper. 1941. Pp. 208. $3.) 
- . Job evaluation and merit rating; a manual of procedures. (Deep River 


Conn.: National Foreman’s Inst. 1941. Pp. 73. $7.50.) 
CRESSWELL, D. M., editor. All-owt, defense job training; a call to dynam! 
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action. (Los Angeles: Edwin A. Lee, School of Educ., Univ. of California. 
1941. Pp. 48. 25c.) 
CrossER, P. K. Ideologies and American labor. (New York: Oxford Univ. 
Press. 1941. $2.50.) 
The history of employer-employee relationships in the United States as they 
have been conditioned by three major ideological currents. 


DANGEL, E. M. and SHriper, I. R. The law of labor unions. (Boston: Nat. 
Law Pubs. 1941. Pp. 804. $15.) 

DicKINSON, Z. C. Labor policy and national defense. Bur. of industrial rel. bull. 

no. 12. (Ann Arbor: Univ. of Michigan. 1941. Pp. 62.) 
ENANDER, O. DE R. Solving labour problems in Australia, being an additional 
eries of essays in the history of industrial relations in Australia. (Melbourne: 
Melbourne Univ. Press. Distributed in New York by G. E. Stechert. 1941. Pp. 
xxxv, 168. $3.75.) 

GAGLIARDO, D, The Kansas industria: court; an experiment in compulsory arbi- 
tration. Univ. of Kansas, pubs. soc. sci. study. (Lawrence: Univ. of Kansas 
Press, 1941. Pp. viii, 264.) 

GRANGER, L. B., and others. Toward job adjustment, with specific reference to 
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HARBISON, F. H. Seniority policies and procedures as developed through col- 
lective bargaining. (Princeton: Industrial Relations Section, Princeton Univ. 
1941. Pp. 69. $1.) 

Jacopson, O. P. Employee welfare plans. (New York: Author, Empire State 
Bldg. 1941.) 

KirscH, B. S. The anti-trust laws and labor: an analysis of recent court decisions. 
Contemporary law pamph. ser. 4, no. 8, law and bus. ser. (New York: New 
York Univ. Law Quarterly Review. 1941. Pp. 27. $1.) 

LaFOLLETTE, R. M., JR., and others. Labor, defense, and democracy. (New 
York: Workers Defense League. 1941. Pp. 31. 10c.) 

NorGREN, P. H. The Swedish collective bargaining system. Wertheim fellowship 
pub. no. 5. (Cambridge: Harvard Univ. Press. 1941. Pp. xv, 339. $3.50.) 
NuNN, W. L. Local progress in labor peace. Introduction by C. A. DYKSTRA. 

(New York: Nat. Municipal League. 1941. Pp. 27. 35c.) 

ROETHLISBERGER, F, J. Management and morale. (Cambridge: Harvard Univ. 
Press. 1941. Pp. xxii, 194, $2.) 

SAMPTER, H. C. Motion study. (New York: Pitman. 1941. Pp. 163. $1.75.) 

scott, W. D., CLoTuierR, R. C., MATHEWSON, S. B. and SPRIEGEL, W. R. Per- 

nnel management; principles, practices, and point of view. 3rd ed. (New 
York: McGraw-Hill. 1941. Pp. xii, 589. $4.) 

SEGAL, M. J. The Norris-LaGuardia act and the courts. Introduction by JUDGE 
JosepH Papway. (Washington: Am. Council on Pub. Affairs. 1941. Pp. 30. 
$1.) 

Spiro, J. S. and MILTON, J. Gist of the Fair Labor Standards act; a concise sum- 
mary and complete analysis of the federal wage and hour law. (New York: 
Legal Reviews. 1941. Pp. 158. $1.50.) 

STEUBEN, J. William Z. Foster and American trade unionism. (New York: In- 
ternat. Pubs. 1941. $2.50.) 

SUTHERLAND, A. T. The migratory labor problem in Delaware. Bull. of the 
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SWENTZEL, J. L. Economic hand book for labor and limited credit plan. (Boston: 
Meador. 1941. Pp. 94. $1.) 

A plan for economic security. 

Toves, C. William Sylvis and the national labor union. (New York: Internat, 
Pubs. 1941. 75c.) 

A biographical study of one of the leaders of the trade union movement 
in the United States during and following the Civil War. 

TRACEY, H. Trade unions fight—for what? (Brooklyn: Chemical Pub. Co, 194], 
P $2.) 

Toscunssiena, A. History of legislation for the protection of coal miners in 
Pennsylvania. (New York: Internat. Pubs. 1941. $2.50.) 

TruMBo, D. Harry Bridges; a discussion of the latest effort to deport civil 
liberties and the rights of American labor. (New York: League of Am. Writ. 
ers. 1941. Pp. 28, 10c.) 

Wo Fr, H. Labor defends America. (Washington: Am. Council on Pub. Affairs 
1941. Pp. 80, 50c.) 

Addresses on industrial relations, 1941. Bur. of industrial rel. bull. no. 13. (Ann 
Arbor: Univ. of Michigan. 1941. Pp. 93.) 

Canada’s wartime wages policy; issued as a supplement to the Labour Gazette 
(Ottawa: Dept. of Labour, Canada. 1941. Pp. 6.) 

Grievance procedures. Industrial relations digests. (Princeton: Industrial Rela- 
tions Section, Princeton Univ. 1941. Pp. 8. 20c.) 

Labour supply and national defence. Stud. and reports ser. C, no. 23, (Washing- 
ton: Internat. Lab. Office. 1941. Pp. 254. $1.) 

International labour office: legislative series (Montreal: Internat. Lab. Office 
1941. Annual subscription: $5; 20s.) 

Pennsylvania labor and industry review: labor number. (Harrisburg: Dept. of 
Labor and Industry, Commonwealth of Pennsylvania. 1941. Pp. 126.) 

Problems and policies in industrial relations in a war economy. Rev. ed. (Prince 
ton: Industrial Relations Section, Princeton Univ. 1941. Pp. 30. 25c.) 

Study of pension and other employee trusts. (Indianapolis: Insurance Research 
and Review Service. 1941. Pp. 56.) 

Wage and hour manual; laws, rulings, interpretations in pr Pg! regulation 
including federal and state statutes and court opinions relating to minimut 
wages, maximum hours, child labor and public contracts; cumulated to Marc! 
1, 1941; ed. of 1941. (Washington: Bur. of Nat. Affairs. 1941. Pp. 1120 


$5.) 


Social Insurance; Relief; Pensions; Public Welfare 
NEW BOOKS 


Burns, E. M. British unemployment programs, 1920-1938. (Washington: Con 
mittee on Social Security, Social Science Research Council. 1941. Pp. xx, 38° 
$2.75.) 

CLARK, H. Swedish unemployment policy—1914 to 1940. Introduction by Su™ 
NER H. SLICHTER. (Washington: Am. Council on Pub. Affairs. 1941. Pp 
179. $3.25 cloth; $2.75 paper.) 

CLaRKE, J. S. The assistance board. Research ser. no. 57. (London: Fabian Se 
ciety. 1941. Pp. 28. 6d.) 
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Harris, S. E. Economics of social security. (New York: McGraw-Hill. 1941. Pp. 
xxvi, 455. $5.) 

HarveY, R. Want in the midst of plenty; the genesis of the food stamp plan. 
(Washington: Am. Council on Pub. Affairs. 1941. Pp. 35. 50c.) 

MetTERT, M. T. The occurrence and prevention of occupational diseases among 
women, 1935 to 1938. Bull. of the W’omen’s Bur. no. 184, (Washington: 
Supt. Docs. 1941. Pp. 46. 10c.) 

SCHNEIDER, D. M. and DeuTscn, A. The history of public welfare in New Y ork 
State, 1867-1940. Social service monog. (Chicago: Univ. of Chicago Press. 

941. Pp. 429. $3.50.) 

This second volume in the history of public welfare in New York State 
traces the far-reaching changes in function and organization of welfare work 
luring the last seventy-five years. 

STERN, B. J. Society and medical progress. (Princeton: Princeton Univ. Press. 
1941. Pp. xvii, 264. $3.) 

Partial unemployment ; administrative studies of unemployment insurance and 
f the inter-relation of partial and total unemployment benefits, including 
reports submitted by the Industrial Commissioner to the Legislature during 

1939 and 1940 sessions. Placement and unemployment insurance ser. sp. 

il. no. 3. (Albany: Dept. of Labor, State of New York. 1941. Pp. 311. 


v1 facilities, and costs of medical care and hospitalization for township 
elief cases. (Indianapolis: Indiana Unemployment Relief Commission. 1941. 
Mimeographed. ) 
Social security in the United States—1941; a record of the Fourteenth National 
Conference on Social Security, New York City, April 4 and 5, 1941, together 
ith a census Of Social Security in the United State. (New York: Am. Assoc. 
r Soc. Security. 1941. Pp. 147. $2.) 


Consumption; Income Distribution; Codperation 


Case Studies of Consumers’ Cod peratives. By H. HAINES TURNER. (New 
York: Columbia Univ. 1941. Pp. 330. $2.50.) 
nsumers’ Codperatives in the North Central States. By LEONARD C. 
KERCHER, VANT W. KEBKER, and WILFRED C. LELAND, JR. ROLAND 
S. VAILE, editor. (Minneapolis: Univ. of Minnesota Press. 1941. 
Pp. xvi, 431. $3.50.) 

It occasionally happens that scholars in different American universities 
select the same subject and point toward the same objectives in their research 
tudies. About four or five years ago Messrs. Turner and Kercher began 
their studies of the Finnish-initiated codperative movement centered in the 
north mid-western states of Wisconsin, Michigan and Minnesota. 

These independently conducted studies complement and supplement one 
another without unnecessary duplication. Dr. Turner's book is written in 
4 popular vein, rationalizing the operations of a local society in New Eng- 
and (Maynard, Mass.), and reporting his observations of the local codpera- 
tive stores affiliated with Central Codperative Wholesale of Superior, Wis- 
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consin. All of Part I and chapters 16-31 of Part III in the book edited by 
Professor Vaile were written by Kercher. His voluminous report on the 
consumer purchasing movement takes up three-fourths of the space in this 
publication. 

Both authors enumerate and evaluate the important socio-economic fac. 
tors that gave impetus to the Finnish societies and which now serve to hold 
them intact in a modern competitive economy. Likewise they appraise the 
;chismatic influences of conflicting ideologies which threaten the survival 
of existing organizations or tend to retard the continued growth and de. 
velopment of the consumer purchasing movement. Turner and Kercher 
postulate the most ideal type of associated effort to be in the form of con- 
summer codperation. Their position in this respect is untenable. 

Because there is widespread interest in two other mid-west central as- 
sociations, the Midland Codperative Wholesale of Minnesota and the 
Farmers’ Union Central Exchange of South St. Paul, readers will appreciate 
the inclusion of Mr. Leland’s recent study (chapters 32-33) of these two 
central organizations. His is a historical and factual account of genesis 
formation and operating experiences; subject matter which lends itself for 
contrast with that of Kercher’s description of the central codperative whole- 
sale society. 

The most serious limitations in the book edited by Professor Vaile are to 
be found in Part II. Here Mr. Kebker draws on certain general economic 
doctrines in his interpretation of the purpose and functional possibilities of 
associated effort. His whole thesis is founded on the mistaken assumption 
that organization on a codperative basis induces price competition when, as 
a matter of fact, its ultimate purpose is to restrict such competition. His 
theoretical speculations concerning the economics of a codperative com 
monwealth are quite unreal, almost fantastic. In this section of the book, 
one may discern a number of inconsistencies which stem from the author's 
apparent limited knowledge of the actual facts on the functional operations 
of codperative enterprises. 

The authors of these studies wisely do not limit their analysis to economic 
considerations alone. Neither do they claim them typical of American put- 
chasing associations in general. 

This series of case studies notwithstanding some faults is a significant 
contribution to a growing volume of literature on consumer codperation 10 
this country and many teachers will find in them a rich source of illustrative 
material. 

HENRY H. BAKKEN 

University of Wisconsin 

NEW BOOKS 
AmIDON, B, Who can afford health? Rev. ed. Pamph. no. 27. (New York: Pub 
Affairs Committee. 1941. Pp. 31, 10c.) 
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JacoBsON, D. H. Our interests as consumers. Am. way. (New York: Harper. 
1941. Pp. 351. $1.48.) 


A text in high school courses in social studies. 


Kyrk, H., and others. Family expenditures for housing and household operation, 
five regions. Consumer purchases study; urban and village ser. (Washington: 
Supt. Docs, 1941, Pp. 249. 25c.) 

Monrok, D., and others. Family expenditures for furnishings and equipment; 
five regions. U. S. Dept. of Agric. misc. pub. no. 436; consumer purchases 
study. (Washington: Supt. Docs. 1941. Pp. 217. 25c.) 

PuiLuips, W. C. Adventuring for democracy. (New York: Social Unit Press. 
1940. Pp. xvi, 380. $3, cloth; $1.50, paper.) 

This book is the story of a life and of an idea. Wilbur C. Phillips and his 
wife conceived the idea of a democracy based upon the everyday life of the 
people in small neighborhood cells and occupational groups. When the op- 
portunity was offered them to put their theory to the test, they conducted a 
unique experiment in a Cincitmati district for the years 1917 to 1919. Be- 
ginning with health and other social services, they branched out into the 
consumer's sphere. They reached the conclusion that “‘the district station will 
gradually become a sort of Branch City Hall with complete records of local 
social conditions and needs which will be open to a neighborhood taught to 
realize their importance.” 

At the end of two years, the experiment was blasted by politicians. Since 
that time the Phillipses have devoted themselves to developing their theory of 
the Social Unit Plan. Fact finding, advice and action in organized geographical 

and professional units g | then be applied to the greater unit—the nation. 
The scheme meets a fundamental problem of democracy: how to make 

democracy live, how to rid it of bureaucracy and government from above. The 
book is a union of idealism and reason, of courage, honesty and faith. The 
reader is left with the wish that many such experiments may be undertaken. 


FRIEDA WUNDERLICH 


STEWART, M. S. Cod peratives in the U. S.—a balance sheet. Rev. ed. Pamph. no. 
32. (New York: Pub, Affairs Committee. 1941. Pp. 32. 10c.) 

Family expenditures in selected cities, 1935-36: vol. Ill, Clothing and personal 

Labor stat. bull. 648, v. 3. (Washington: U. S. Dept. of Labor. 1941. 

Pp. 578. 70c.) 

Organization and management of consumers’ codperatives and buying clubs. 
Bur. of Labor Stat. bull. 665. (Washington: U. S. Dept. of Labor. 1941, Pp. 
06 Sc. ) 

Quantity and cost budgets for four income levels. Heller committee for research 
n soc. econ. (Berkeley: Univ. of California Press. 1941. Pp. 108. 75c.) 
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NEW BOOKS 


MCKINSEY, J. P. Transient men in Missouri; a descriptive analysis of transient 
en and of the activities of agencies dealing with them. Univ. microfilms no. 
(Ann Arbor: Univ. of Michigan Microfilms. 1941. Pp. 310. $3.88.) 
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CorNEJO, B. Moral y economia, Rev. de Econ. y Estat., First Quarter, 1941. Pp. 14. 

Court, L. M. Entrepreneurial and consumer demand theories for commodity spectra (con 
cluded). Econometrica, July-Oct., 1941. Pp. 57. 

CRANE, R. S. Montesquieu and British thought. Jour. Pol. Econ., Aug., 1941. Pp. 9. 

Crosara, A. A. Esborso e prezzo nel giudizio del consumatore-compratore. Riv. Ital. dj 
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DuNLAP, J. T. Real and money wage rates—a reply. Quart. Jour. Econ., Aug., 1941. Pp. 9 
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. Maintaining capital intact: a reply. Economica, Aug., 1941. Pp. 5. 

HEFLEBOWER, R. B. The effect of dynamic forces on the elasticity of revenue curve. 
Quart. Jour. Econ., Aug., 1941. Pp. 15. 

HIGGINS, B. A diagrammatic analysis of the supply of loan funds. Econometrica, July-Oct, 
1941. Pp. 10. 

Hupson, P. G. The possibility of maintaining a positive rate of physical production growth 
So. Econ. Jour., Oct., 1941. Pp. 10. 

KALECKI, M. A theorem on technical progress. Rev. Econ. Stud., June, 1941. Pp. 7. 

Karrer, H. Staatliche risikogarantie als mittel expansiver wirtschaftspolitik. Zeitschr, { 
Schweiz. Stat. und Volkswirtschaft, 1941, No. 1. Pp. 13. 

LEWINSOHN, R. O estado como empreendedor econémico. Rev. Serv. Pub., July, 1941. Pp. 6 

LINDBERG, N. Prisudvikling og prispolitik. Nationalok. Tids., Vol. 79, No. 2-3, 1941 
Pp. 33. 

Lovasy, G. International trade under imperfect competition. Quart. Jour. Econ., Aug, 
1941. Pp. 17. 

MOLI, B. El problema de la atribucién. Rev. de Econ. y Estat., First Quarter, 1941. Pp. 17 

NEIssER, H. Capital gains and the valuation of capital and income. Econometrica, July 
Oct., 1941. Pp. 23. 

OHLIN, B. Professor Lindahl om dynamisk teori. Ekon. Tids., June, 1941. Pp. 12. 

PALMER, P. A. Benthamism in England and America. Am. Pol. Sci. Rev., Oct., 1941. Pp. 17 

PIETRANERA, G. La teoria della pubblicita nell’ economia capitalista. Riv. Ital. di Sci. Econ 
Apr., 1941. Pp. 31. 

Picou, A. C. Newspaper reviewers, economics and mathematics. Econ. Jour., June-Sept, 
1941. Pp. 5. 

- . Maintaining capital intact. Economica, Aug., 1941. Pp. 5. 

ROBINSON, E. A, G. A problem in the theory of industrial location. Econ. Jour., June- 
Sept., 1941. Pp. 6. 

ROBINSON, J. Marx on unemployment. Econ. Jour., June-Sept., 1941. Pp. 15. 

RUGGLES, R. F. Real and money wage rates—rejoinder. Quart. Jour. Econ., Aug., 1941 
Pp. 4. 

SAENZ, J. Algunos aspectos technicos de la regulacion de los salarios. Investigacién Econ 
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ScHMipT, E. Graensenyttelaere eller valghandlingsteori? Nationalok. Tids., Vol. 79, No 
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SouTo, J. B. Principios fundamentales de la divisién del trabajo. Rev. de Ciencias Econ 
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- . Principios fundamentales de la divisién del trabajo, Rev. de Ciencias Econ., Apr 
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TARSHIS, L. Real and money wage rates—further comment. Quart. Jour, Econ., Aug., 194! 
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TINTNER, G. The pure theory of production under technological risk and uncertain!) 
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. The theory of choice under subjective risk and uncertainty, Econometrica, Juy- 
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rroist, M. La dinamica dei bisogni (1). Riv. Ital. di Sci. Econ., June, 1941. 
La dinamica dei bisogni (II). Riv. Ital. di Sci. Econ., July, 1941. Pp. 16. 

‘igcuipt, V. L. El concepto del “multiplicador exterior.” Investigaciébn Econ., Second 
Quarter, 1941. Pp. 11. 

WHITMAN, R. H. A note on the concept of “degree of monopoly.” Econ. Jour., June- 
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Economic History 
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CHATELAIN, V. E. The federal land policy and Minnesota politics, 1854-60. Minn. Hist., 
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Pp. 6. 
I A. S. Algunas consideraciones sobre el mecanismo de la “ratio” de caja. Investiga- 
n Econ., Third Quarter, 1941. Pp. 16. 
LEMAN, R. Government bonds and the balanced budget. Harvard Bus. Rev.. Autumn, 
‘1. Pp. 6 
YEUTSCH, J. J. The national income, an explanation. Canadian Banker, July, 1941. Pp. 12 
GOLDSCHMIDT, A. El] impuesto progresivo. Investigacién Econ., Second Quarter, 1941 
Pp. 30. 
GOLDSCHMIDT, A. El impuesto progresivo. Investigacion Econ., Third Quarter, 1941. Pp. 30 
GUENAULT, P. H., KAHN, E., RANDALL, R. J. and REEDMAN, J. N. Financing the Sout/ 
African war effort: the inflation danger in the union—a comment. So. African Jour 
Econ., June, 1941. Pp. 8. 
HAMMARSK JOLD, D. Statsfinanserna och penningpolitiken i sverige. Ekon. Tids., June, 1941. 
HANSEN, A. H. Income, consumption, and national defense. Yale Rev., Sept., 1941. Pp. 15. 
Harpy, C. O. War finance, price control, and industrial mobilization. Jour. Bus. Univ. 
Chicago, July, 1941. Pp. 13. 
scons, J. L. Neighborhood and property obsolescence in assessment. Jour. Land and Pub. 
Util. Econ., Aug., 1941. Pp. 10. 
tpor, N. The white paper on national income and expenditure. Econ. Jour., June-Sept., 
1941. Pp. 11 
LENBERGER, E. Kriegsfinanzierung und inflationsverhiitung. Zeitschr. f. Schweiz. Stat. 
ind Volkswirtschaft, 1941, No. 1. Pp. 18. 
LANDHEER, B. Financial policy of the Dutch East Indies. Far East. Survey, Sept. 8, 1941. 
Pp. 6 
LeAcH, C. W. A business man’s view. Canadian Jour. Econ. and Pol. Sci., Aug., 1941. Pp. 8. 
LMIE, J. R. The Canadian act and its administration. Canadian Jour. Econ. and Pol. Sci., 
Aug., 1941. Pp. 13. 
AN DER Horst, S. T. Financing the South African war effort. So. African Jour. Econ., 
1941. Pp. 19. 
Financing the South African war effort: the inflation danger in the union—a reply. 
African Jour. Econ., June, 1941. Pp. 6. 
TRAUB, S. Compulsory savings in Great Britain. Harvard Bus. Rev., Autumn, 1941 


fits taxation in 1941. Michigan Law Rev., June, 1941. Pp. 63. 


Money and banking; Short-Term Credit 
NGSTREET, V. M. Bank lending for defense. Fed. Res. Bull., Sept., 1941. Pp. 9. 


MIKESELL, R. F. Some limitations on monetary control. Bankers Mag., Sept., 1941. Pp. 4. 
ALYI, M. The meaning of the gold standard: a review article. Jour. Bus, Univ. Chicago, 
July, 1941. Pp. 21. 

umer credit regulation and banking conditions. Fed. Res. Bull., Sept., 1941. Pp. 12. 


International Trade, Finance and Economic Policy 


P. E. American tariff policy in the Philippines: a study of the réle of the 
of the United States in handling tariff legislations in a dependency. Philippine 
sci. Rev., May, 1941. Pp. 20. 
A. Our trade to South America. Harvard Bus. Rev., Autumn, 1941. Pp. 9 
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CROWTHER, G. Anglo-American pitfalls. Foreign Affairs, Oct., 1941. Pp. 17. 

GIMENEZ, O. Breve resefia sobre comercio internacional. Rev. de Ciencias Econ., June 
1941. Pp. 8. 

INarRITU, A. L. Los excedentes de exportacion y otros problemas. El Trimestre Econ, 
July-Sept., 1941. Pp. 14. 

KitpuFF, V. R. Economic factors in the development of Canadian-American trade. So 
Econ. Jour., Oct., 1941. Pp. 17. 

DE Kock, M. H. World monetary policy after the present war. So. African Jour. Econ. 
June, 1941. Pp. 25. 

Lewis, W. A. The two-part tariff. Economica, Aug., 1941. Pp. 22. 

MANERO, A. Un sistema de fomento industrial. Investigaci6n Econ., Third Quarter, 1941 
Pp. 16. 

POLK, J. Freezing dollars against the axis. Foreign Affairs, Oct., 1941. Pp. i8. 

QUINTANA, L. M. M. Comercio internacional de la Republica Argentina. Rev. de Ciencias 
Econ., Feb., 1941. Pp. 24. 

ROpPKE, W. Grundfragen rationeller wirtschaftspolitik. Zeitschr. f. Schweiz. Stat. und 
Volkswirtschaft, 1941. No. 1. Pp. 12. 

VILLASENOoR, E, The inter-American bank: prospects and dangers. Foreign Affairs, Oct, 
1941. Pp. 10. 

ZAMPIERI, U. L’Inghilterra e gli Stati Uniti sul mare nell’attuale guerra. Riv. Ital. di & 
Econ., Apr., 1941. Pp. 14. 

ZOLLINGER, W. Zinspolitik, vermégensanlage im Ausland und internationaler kreditverkehy 
Zeitschr. f. Schweiz. Stat. und Volkswirtschaft, 1941, No. 1. Pp. 21. 


Public Control of Business; Public Administration; 
National Defense and War 


BACH, F. La guerra y nuestra economia. Investigacién Econ., Second Quarter, 1941. Pp. 1 

BACKMAN, J. British war-time price control. Dun’s Rev., Aug., 1941. Pp. 10. 

Bates, S. The price system and the war economy. Canadian Jour. Econ. and Pol. Sci., Aug 
1941. Pp. 14. 

BOSLAND, C. C. The investment company act of 1940 and its background. 1. Jour. Pol 
Econ., Aug., 1941. Pp. 53. 

Cao-PINNA, M. Le restrizioni sul consumo di energia in Europa. Riv. Ital. di Sci, Econ 
July, 1941. Pp. 8. 

CHOssuDOWSKY, E. M. Rationing in the U.S.S.R. Rev. Econ. Stud., June, 1941. Pp. 23. 

COPLAND, D. B. How Australia bridles prices. Trusts and Estates, Sept., 1941. Pp. 4 

FeiLer, A. Economic impacts of the war. Soc. Research, Sept., 1941. Pp. 13. 

Hirscu, J. Price control on the continent—regulations and results. Dun’s Rev., July, 194! 
Pp. 9. 

LYON, L. S. The private-enterprise system confronts emergency. Jour. Bus, Univ. Chicag 
July, 1941. Pp. 11. 

MACKINTOSH, W. A. The price system and the procurement of essential supplies. Canadian 
Jour. Econ. and Pol. Sci., Aug., 1941. Pp. 12. 

MAzzEI, J. Dall’economia dell’anteguerra all’economia del dopoguerra (1). Riv. Ital. ¢ 
Sci. Econ., June, 1941. 

. Dall’economia dell’anteguerra all’economia del dopoguerra (Il). Riv. Ital 

Sci. Econ., July, 1941. Pp. 10. 

PaisH, F. W. Economic incentive in wartime, Economica, Aug., 1941. Pp. 10. 

MIcKLE, W. T. Margarine legislation. Jour. Farm Econ., Aug., 1941. Pp. 17. 

Pitt, R. F. Government price fixing in Italy, 1922-1940. So. Econ. Jour., Oct., 1941. Pp. 2 

SCHMECKEBIER, L. F. Organization of the executive branch of the national government 
Am, Pol. Sci. Rev., Oct., 1941. Pp. 6. 

TuGweE.1, R. G. The directive. Jour. Soc. Philos., Oct., 1941. Pp. 32. 

WiuiaMs, A. H. Free enterprise and the challenge of defense, Fed. Res. Bull., Oct., 19! 
Pp. 6. 
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Industrial Organization; Business Methods and Policies 


prapy, R. A. Policies of the national manufacturing Spitzenverbinde-II. Pol. Sci. Quart., 
sept, 1941. Pp. 13. 
(TEL, M. Business-reporting under the defense program. Jour. Bus. Univ. Chicago, July, 
1941. Pp. 10. 

TuorP, W. L. The réle of management as innovator. Dun's Rev., Sept., 1941. Pp. 11. 


Mining; Manufacturing; Construction 


BowDEN, W. Wage and price structure of the bituminous-coal industry. Mo. Lab. Rev., 
Aug., 1941. Pp. 21. 

Bruce, E. L. The Canadian mining industry. Canadian Banker, July, 1941. Pp. 15. 

CHEN, C. H. Regional differences in costs and productivity in the American cotton manu- 
facturing industry, 1880-1910. Quart. Jour. Econ., Aug., 1941. Pp. 34. 

Howarp, F. A. Synthetic rubber. Harvard Bus. Rev. Autumn, 1941. Pp. 9. 

THoMSON, G. W. The war structure of the Britis engineering industry. Internat. Lab. 

v., Sept., 1941. Pp. 8. 

sincER, H. W. The coal question reconsidered: effects of economy and substitution. Rev. 

Econ. Stud., June, 1941, Pp. 12. 


Tower, W. S. Steel to meet our needs. Harvard Bus. Rev., Autumn, 1941. Pp. 9. 


_ Transportation; Communication; Public Utilities 


EDELMANN, A. Public ownership and tax replacement by the T.V.A. Am. Pol. Sci. Rev., 
Aug., 1941. Pp. 11. 

HARBESON, R. W. The transportation act of 1940. Jour. Land and Pub. Util. Econ., Aug., 

KENNEDY, W. F., Ill. Federal and state regulation of holding companies. Jour. Land and 
Pub. Util. Econ., Aug., 1941. Pp. 13. 

SORRELL, L. C. Transportation and national defense. Jour. Bus. Univ. Chicago, July, 1941. 
Pp. 24 

[he St. Lawrence waterway, revived as emergency project. Index, N.Y. Trust Co., Autumn, 

1. Pp. 12 


Agriculture; Forestry; Fisheries 
tt, G. E. The war and Canadian wheat. Canadian Jour. Econ. and Pol. Sci., Aug., 


Pp. 17. 
cHow, M. E. Early Minnesota agricultural societies and fairs. Minn. Hist., Sept., 1941. 
KEELER, I. P, and LANKENAU, R. F. Agriculture in the Sao Paulo-Northern Paranda region. 
Foreign Agric., July, 1941. Pp. 18. 
KENDALL, M. G. The fimancing of British agriculture. Jour. Royal Stat. Soc., Vol. CIV, 
Part II, 1941. Pp. 32. 
LADEJINSKY, W. I. Manchurian agriculture under Japanese control. Foreign Agric., Aug., 
11. Pp. 32. 
Loyo, G. La concentracion agraia en veintiocho paises. Investigacién Econ., Second Quar- 
r, 1941. Pp. 50. 
IN, B. F. The cellulose South. Harvard Bus. Rev., Autumn, 1941. Pp. 10. 
NELSON, R. S. Export subsidies and agricultural income. Jour. Farm Econ., Aug., 1941. 
Pp. 13 
PATTON, H. S. The war and North American agriculture. Canadian Jour. Econ. and Pol. 
Sci, Aug., 1941. Pp. 15. 
SMITH, T. L. and Roperts, R. W. Sources and distribution of the farm population in 
_ relation to farm benefit payments. Jour. Farm Econ., Aug., 1941. Pp. 12. 
(Sul, R. T. Farm management study of eight representative localities in North China. 
Chinese Soc. and Pol. Sci. Rev., Oct.-Dec., 1940. Pp. 41. 
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WHEELER, L. A. Agricultural surpluses in the postwar world. Foreign Affairs, Oct., 194; 
Pp. 15. 


Economic Geography; Regional Planning; 
Urban Land; Housing 


BRUNSMAN, H. G. The housing census of 1940, Jour. Am. Stat. Assoc., Sept., 1941. Pp. g 

FABILA, A, Exploracion economico-social del estado de Yucatan. El Trimestre Econ., July. 
Sept., 1941. Pp. 48. 

Fox, A. B. Local housing authorities and local government. Jour. Land and Pub. Util, 
Econ., Aug., 1941. Pp. 11. 

GREENE, L. S. Industrial location and reconstruction in Great Britain. Jour. Land and 
Pub. Util. Econ., Aug., 1941. Pp. 11. 

MENDELSOHN, R. Australian housing policy: war and post-war. Econ. Record, June, 194! 
Pp. 11. 

SALISBURY, J., JR., and SALTER, L. A., Jr. I. Subsurface and surface land economics. Jour 
Land and Pub. Util. Econ., Aug., 1941. Pp. 10. 

SINGER, H. W. An index of urban land rents and house rents in England and Wal 
1845-1913. Econometrica, July-Oct., 1941. Pp. 10. 

SPEIER, H. Magic geography. Soc. Research, Sept., 1941. Pp. 21. 

TreRNEY, J. L. Il. The emergency fleet corporation's housing experience. Jour. Land and 
Pub. Util. Econ., Aug., 1941. Pp. 10. 

UpcHurcu, M. L. Codperative land development and control. Jour. Land and Pub. Util 
Econ., Aug., 1941. Pp. 7. 


Labor and Industrial Relations 


BARLOON, M. J. Financial reports to employees. Harvard Bus. Rev., Autumn, 1941. Pp. 8 

Binet, H. Industrial accident prevention in Canada: inspection services of employer 
associations. Internat. Lab. Rev., July, 1941. Pp: 12. 

CANNON, H. and Peterson, F. Use of federal troops in labor disputes. Mo. Lab. Rev 
Sept., 1941. Pp. 11. 

Davis, H. B. The theory of union growth. Quart. Jour. Econ., Aug., 1941. Pp. 27. 

Douty, H. M. Minimum wage regulation in the seamless hosiery industry. So. Econ. Jou 
Oct., 1941. Pp. 15. 

Hinricus, A. F. The defence programme and labour supply in the United States. Canadian 
Jour. Econ. and Pol. Sci., Aug., 1941. Pp. 12. 

Jones, R. F., Jr. and Byer, H. B. Prison labor in the United States, 1940. Mo. Lab. Rev 
Sept., 1941. Pp. 29. 

LITTLER, R. A code of union conduct. Harvard Bus. Rev., Autumn, 1941. Pp. 11 

McNatrt, E. B. Labor and the antitrust laws: the apex decision. Jour. Pol. Econ., Aug 
1941. Pp. 20. 

Miius, H. A. Six years of the national labor relations act. Lab. Inf. Bull., Aug., 1941. Pp 

RAGAZZI, B. R. Le controversie individuali di lavoro dinanzi alla magistratura. Riv. Ita 
di Sci. Econ., July, 1941. Pp. 12. 

RIESMAN, D., Jr. The American constitution and international labour legislation. Internat 
Lab. Rev., Aug., 1941. Pp. 71. 

RiEVE, E. Textile workers union of America. Lab. Inf. Bull., July, 1941. Pp. 4. 

SELEKMAN, B. M. Living with collective bargaining. Harvard Bus. Rev., Autumn, 194! 
Pp. 13. 

SMITH, R. H. Native farm labour in Natal. So. African Jour. Econ., June, 1941. Pp. 22 

SPENGLER, J. J. Some effects of changes in the age composition of the labor force. So. Econ 
Jour., Oct., 1941. Pp. 19. 

STAGNITTA, G. Politica del lavoro e disciplina del collocamento. Riv. Ital. di Sci. Econ 
Apr., 1941. Pp. 20. 

STEWART, B. M. War-time labour problems and policies in Canada. Canadian Jour. Eco 
and Pol. Sci., Aug., 1941. Pp. 21 
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Tuck, W. R. The court of arbitration in New Zealand. Econ. Record, June, 1941. Pp. 11 
|. R. Wartime labour problems in Australia. Internat. Lab. Rev., Oct., 1941. 
Pp. 25 
tabei in the national defence programme of the United States. Internat. Lab. Rev., July, 
1941. Pp. 18. 
Overtime pay in relation to costs and profits, a summary. Mo. Lab. Rev., July, 1941. Pp. 9. 
Recent proceedings under the industrial disputes investigation act. Lab. Gazette, Aug., 
1941. Pp. 55. 


Social Insurance; Relief; Pensions; Public Welfare 


Ciark, J. P. Individual claims to social benefits, I. Am. Pol. Sci. Rev., Aug., 1941. Pp. 18. 
Individual claims to social benefits, II. Am. Pol. Sci. Rev., Oct., 1941. Pp. 14. 
MEMELSDORFF, F. gEsta justificado el rechazo del seguro social? Rev. de Ciencias Econ., 
Mar. 1941. Pp. 8. 
SracK, M. Social insurance in Latin America: its state and standards. Internat. Lab. Rev., 
July, 1941. Pp. 30. 
STEIN, O. Building social security. Internat. Lab. Rev., Sept., 1941. Pp. 28. 
Sritr, L. Guaranteed living-wage provisions of state minimum-wage orders for women. 
Mo. Lab. Rev., Sept., 1941. Pp. 6. 
mbulsory accident insurance in Switzerland from 1933 to 1937. Internat. Lab. Rev., 
Sept., 1941. Pp. 16. 
Status of unemployment-compensation laws, 1941. Mo. Lab. Rev., Sept., 1941. Pp. 9. 
d stamp program in operation. Lab. Inf. Bull., July, 1941. Pp. 2. 


Consumption; Income Distribution; Codperation 


P. H. Evidence concerning the distribution of wealth in Prance. Pol. Sci. Quatt., 
Sept., 1941. Pp. 18. 
4o-PINNA, M. Le restrizioni sul consumo della carne in Europa. Riv. Ital. di Sci. Econ., 
Apr., 1941. Pp. 9. 
NMAN, J. The measurement of the relation between economic conditions and malnutri- 
tion. Sociological Rev., July-Oct., 1940. Pp. 9. 
ALHERBE, M. A study of some Indian family diets in Durban. So. African Jour. Econ., 
ar., 1941. Pp. 23. 
ALE, E. P. Recent New Zealand data regarding the incomes of individuals. Econ. Record, 
June, 1941, Pp. 13. 
J. Rationing of purchasing power to restrict consumption. Economica, Aug., 
11. Pp. 16. 
KING, S. B. Recent trends in consumption. Canadian Jour. Econ. and Pol. Sci., Aug., 
Pp. 11 
SYKES, P. C. An analysis of income and expenditure of Indian families in the Clairwood 
rea of Durban. So. African Jour. Econ., Mar., 1941. Pp. 21. 
! f consumers’ codperatives, 1940. Mo. Lab. Rev., Sept., 1941. Pp. 8. 


Population; Migration; Vital Statistics 


TRILLI, V. Per uma revisione del quesito sull’istruzione nei censimenti demografici. 
Genus, Nov.-Dec., 1940. Pp. 10. 

GILLETTE, J. M. Some population shifts in the United States, 1930-1940. Am. Sociological 
Rev., Oct., 1941. Pp. 10. 

|sNow, S. J. and GILMARTIN, W. Labor and agricultural migration to California, 1935-40. 
Mo. Lab. Rev., July, 1941. Pp. 17. 
INSON, C. S. The place and importance of population studies in relation to the Negro 

pulation of the South. Social Forces, Oct., 1941. Pp. 6. 
MORTARA, G. Estudos sébre a utilizagao do censo demografico para a reconstrucao das 
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estatisticas do movimento da populagao do Brasil. Rev. Brasil. de Estatistica, Jan.-Mar. 
1941. Pp. 41. 

PAWEL, M. Ueber den nutzen von selektionsmassnabmen und ihren einfluss auf dic 
zusammensetzung einer bevdlkerung. Genus, Nov.-Dec., 1940. Pp. 18. 

SHRYOCK, H. S., JR. General population statistics. Jour. Am, Stat. Assoc., Sept., 1941 
Pp. 5. 

STOCKING, C. Reallocation of population and the defense program. Social Forces, Oct. 
1941. Pp. 7. 

TRUESDELL, L. E. New features of the 1940 population census. Jour. Am. Stat. Assoc 
Sept., 1941. Pp. 8. 

TurRIN, S. P. Some observations on the population of Soviet Russia at the census of Januar; 
17th, 1939. Jour. Royal Stat. Soc., Vol. CIV, Part II, 1941. Pp. 3. 
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NOTES 


EpIroRIAL NoTE—lIt has been the past practice in the REVIEW to include in 


the book list both a large number of pamphlet items of slight importance and 
many titles of relatively worthless books. In editing the list I find myself strongly 


clined to strike out such items, It may be, however, that they are bibliographi- 


ily interesting to many readers. I shall appreciate the views of members of the 


Association as to whether fairly severe standards for inclusion should be set up 


+} 


‘not. The same question arises in connection with the classified list of periodical 


ticles. My own inclination is to exclude severely, but I do not wish to go against 


1e wishes of any considerable number of readers. 


At some future time I shall wish to discuss the problems of the book review 


ection at some length. Meantime, I find myself inclined to reduce the number of 
brief reviews or booknotes of the sort that have heretofore been interlarded in 
the book list, and to assign more space for the review of the relatively more im- 
portant books. Opinions on this point are solicited. 


May I suggest my dissatisfaction with the conventional practice of filling the 


review section entirely with assigned reviews, and also the absence of discussion 
of books in the leading article and communications sections? On the first point, 
t appears to be necessary to assign reviews simply in order to get complete 


verage of books that ought to be reviewed. It would seem, however, to be highly 


desirable if more persons, especially young economists, would write unassigned 
eviews as part of their apprenticeship. Especially good ones could be published, 
nd evidence would develop concerning persons to whom reviewing might be 


ial 


} 


nfidently assigned. Apart from formal reviewing, it has long seemed to me 


For some reason, practically no manuscripts, good or bad, are being received 
h deal with important matters of public economic policy. The AMERICAN 


CONOMIC REVIEW ought to have such articles in every number. 


—P. T. H. 


The fifty-fourth annual meeting of the AMERICAN ECONOMIC ASSOCIATION 
| be held in New York City, New York, December 27-30, with headquarters 
the Hotel Commodore. The program has been arranged as follows: 


Saturday, December 27 


)0 A.M. 1. Economic Adjustments after Wars (joint meeting with Economic 
History Association) —chairman, to be announced 

Papers: John M. Clark, Columbia University, “The Theoretical Issues” ; 
R. W. Rostow, Columbia University, ‘‘Adjustments and Maladjustments 
after the Napoleonic Wars’; Charles O. Hardy, Brookings Institution, 
Adjustments and Maladjustments in the United States after the First 
World War” 

Discussion: To be announced 

) A.M. 2. The Tax Problem—chairman, to be announced 

Papers: Simon N. Kuznets, University of Pennsylvania, ‘National Income 
and Taxable Capacity’’; Eugene E. Oakes, Yale University, ‘The Inci- 
dence of the Income Taxes”; James K. Hall, University of Washington, 
The Incidence of the Excise Taxes” 

Discussion: To be announced 


to be an odd fact that, while people will comment on one another's articles, they 
seldom comment on the contents of books. Why should this be? 
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12:30 P.M. LUNCHEON MEETING OF THE EXECUTIVE COMMITTEE, American 
Economic Association 
2:30 P.M. 1. The Determinants of Investment Decisions—chairman, to be 
announced 
Papers: Eleanor Dulles, Social Security Board, ‘““War and Investment Op- 
portunities—An Historical Analysis’; Charles C. Abbott, Harvard Uni- 
versity, “The Availability of Equity Capital and Its Relationship to Busi- 
ness Births” ; Norman S. Buchanan, University of California, “Some De. 
terminants of Investment Decisions” 
Discussion: To be announced 
:30 P.M. 2. Selected Problems in Fiscal Policy (joint meeting with the Ameri- 
can Statistical Association )—chairman, William L. Crum, Harvard Uni- 
versity 
E. Harris, Harvard University, Theory of Public 
Investment”; Morris A. Copeland, Office of Production Management, 
“The Capital Budget Idea in the Light of the Defense Program” ; George 
O. May, Price, Waterhouse and Company, ‘‘Accounting for Public In. 
vestment”’ 
Discussion: To be announced 
8:00 P.M. 1. Problems of International Economic Policy for the United States 
—chairman, Ernest M. Patterson, University of Pennsylvania 
Papers: Robert B. Bryce, Ministry of Finance, Conan “Basic Issues in 


Post-war International Economic Relations”; John Parke Young, Occi 
dental College, ‘Problems of International Economic Policy for the 
United States’; Howard S. Ellis, University of California, “The Problem 
of Exchange Systems in the Post-war Period”’ 


Discussion: To be announced 
:00. P.M. 2. Major Problems of Labor Legislation (joint meeting with the 
American Association for Labor Legislation )—chairman, to be announced 
Papers: Henry Duncombe, Jr., Dartmouth College, ‘Implications of the 
Falling Rate of Population Growth and the Changing Age Distribution 
of the Population for the Old Age Pension Program”; H. M. Dout; 
Wage-Hour Administration, ‘Effects of Minimum Wage Orders under 
the Fair Labor Standards Act’’; William Haber, University of Michigan, 
“Unemployment Compensation: State vs. Federal?” 


Sunday, December 28 


p.M. A series of small informal conferences are being planned. Among 
the subjects will be: “Research in the History of American Corporations ‘; 
“Problems in Labor Market Research’; ““The Future of Interest Rates 
‘The Federalization of Unemployment Compensation” ; Codrdina- 
ton of State, Local, and Federal Taxation”’; ‘Problems in the Application 
of Recent Legislation on Corporate Reorganization” 

8:00 P.M. 1. The Changing Position of the Banking System and Its Im 
plications for Monetary Policy (joint meeting with the American 
Statistical Association)—chairman, Oliver M. W. Sprague, Harvard 
University 

Papers: John H. Williams, Harvard University, ‘The Implications of Fisca! 
Policy for Banking and for Monetary Control”; Murray Shields, Irving 
Trust Company, “The Future of Commercial Banking’ ; Neil H. Jacovy, 
University of Chicago, “The Future of the Government Loan Agencies 

Discussion: To be announced 


Notes 


Monday, December 29 


00 A.M. BUSINESS MEETING, American Economic Association 
0 A.M. 1, The Determination of Wages—chairman, to be announced 
Papers: Dale Yoder, University of Minnesota, ‘The Structure of the De- 
mand for Labor’; Lloyd G. Reynolds, Johns Hopkins University, ‘‘Rela- 
tions between Wages, Costs, and Prices”; John Dunlop, Harvard Uni- 
versity, “Wage Policies of Trade Unions” 
Discussion: To be announced 
00 A.M. 2. The Schism in Agricultural Policy (joint meeting with the Ameri- 
can Farm Economic Association )—chairman, to be announced 
Papers: Mordecai Ezekiel, United States Department of Agriculture, ‘‘Agri- 
culture as a Way of Life Warranting Special Emphasis and Encourage- 
ment’; Murray R. Benedict, University of California, “Agriculture as a 
Commercial Industry Comparable to Other Branches of the Economy” ; 
John B. Canning, Stanford University, “The View of the General Econo- 
mist”’ 
Discussion: Theodore W. Schultz, Iowa State College; Albert B. Wolfe, 
Ohio State University 
00 A.M. 3. Economic Problems of American Cities—chairman, to be an- 
nounced 
Papers: Leverett S. Lyon, Association of Commerce, Chicago, “A Survey of 
the Economic Problems of American Cities” ; Frederick L. Bird, Dun and 
Bradstreet, ‘“The Financial Problems of Cities” ; Ernest M. Fisher, Ameri- 
can Bankers Association, ‘Economic Aspects of Blighted Areas, Zoning, 
and Rehabilitation Laws’’ 
Discussion: To be announced 
2:30 P.M. 1. The Cost and Demand Functions of the Individual Firm (round 
table conference with the Econometric Society)—chairman, Joseph A. 
Schumpeter, Harvard University 
Papers: Hans Staehle, Harvard University, ‘A Review of Recent Work on 
Cost Functions’; Joel P. Dean, University of Chicago, “The Demand 
Functions of the Individual Firm” 
Discussion: To be announced 
0 p.M. 2. The Work of the Temporary National Economic Committee 
(joint meeting with the American Statistical Association) —chairman, 
Willard L. Thorp, Associated Gas and Electric Company 
Papers: Moses Abramovitz, National Bureau of Economic Research, ‘The 
Studies of Saving and Investment’’ ; Mandell M. Bober, Lawrence College, 
Price and Production Policies’; George J. Stigler, University of Minne- 
sota, ‘‘Large and Small Business and the Concentration of Production” 
Discussion: To be announced 
) P.M. 3. Problems of Price Control—A Panel Discussion (joint meet- 
ing with the American Statistical Association)—chairman, Robert R. 
Nathan, Office of Production Management 
) P.M. Presidential Addresses: Sumner H. Slichter, American Economic 
Association; Winfield W. Riefler, American Statistical Association— 
chairman, F. C, Mills, Columbia University 


Tuesday, December 30 


\.M. BUSINESS MEETING, American Economic Association 
) A.M. 1. Trade Unions and the Law (joint meeting with the American 
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Association for Labor Legislation)—chairman, Paul Herzog, New York 
Labor Relations Board 
Papers: Corwin D. Edwards, United States Department of Justice, “The 
Economic Basis for the Proposal that Certain ‘Non-Labor’ Purposes of 
Trade Unions Be Held Contrary to the Sherman Act’’; Edwin E. Witte. 
University of Wisconsin, “A Critique of Mr. Arnold’s Proposals” ; John §. 
Troxell, Dartmouth College, ‘‘The Protection of the Interests of Union 
Members within the Union” 
Discussion: To be announced 
9:30 A.M. 2. The Lasting Effects of the War and the Defense Program upon 
Economic Institutions I—chairman, to be announced 
Papers: Alvin H. Hansen, Harvard University, “A General View of the 
Institutional Effects of the War and the Defense Program” ; George W. 
Terborgh, Machinery and Allied Products Institute, ‘The Effect of the 
War on Plant and Equipment Shortages and Surpluses”; Henry H. 
Villard, Amherst College, “The Effect of the War upon Capital Markets” 
Discussion: To be announced 
3:00 P.M. The Lasting Effects of the War and the Defense Program upon Eco- 
nomic Institutions I1I—chairman, I. L. Sharfr-an, University of Michigan 
Papers: Joseph S. Davis, Stanford University, “Commodity Agreements in 
the Post-War World”; John D. Sumner, University of Buffalo, “The 
Effect of the War upon Price Policies and Price Making” ; Carter Good- 
rich, Columbia University, “The Effect of the War upon the Position of 
Labor” 
Discussion: To be announced 
5:00 P.M. MEETING OF THE EXECUTIVE COMMITTEE 


The following names have recently been added to the membership of the 
AMERICAN ECONOMIC ASSOCIATION: 


Adams, Q., 213 Elm St., Chevy Chase, Md. 

Anderson, C. D., Macmillan Co., 60 Fifth Ave., New York City. 

Anderson, G. R., Dept. of Econ., University of Michigan, Ann Arbor, Mich. 

Bell, D. E., 28 Gorham St., Cambridge, Mass. 

Benton, A. H., Div. of Program Stud. and Dis., Bur. of Agric. Econ., U. S. Dept. of 
Agriculture, Washington, D.C. 

Boedecker, K. A., Lake Forest College, Lake Forest, Ill. 

Braverman, N. N., Room 1200, 141 W. Jackson Blvd., Chicago, III. 

Cist, F., Delray Beach, Fla. 

Coble, J. A., Box 308, Flossmoor, Ill. 

Coffman, R. H., 5206 University Ave., Chicago, Ill. 

Cohan, A. B., 25 W. 54th St., New York City. 

Cooper, H. S., 2306 N. Broadway, Knoxville, Tenn. 

Crobaugh, C. J., Dept. of Econ., Bethany College, Bethany, W.Va. 

Dambrun, A. C., 400 Kendall Ave., Los Angeles, Calif. 

Dewey, L. E., 146-17 Hawthorn Ave., Flushing, N.Y. 

Doss, R. L., 824 Santa Fe Bldg., Dailas, Tex. 

Eisenstadt, N. P., 1310 Randolph St. N.W., Washington, D.C. 

Fernald, C. H., University of Arkansas, Fayetteville, Ark. 

Goode, R. B., 3639 Jenifer St. N.W., Washington, D.C. 

Gordon, L., Littauer Center G-15, Harvard University, Cambridge, Mass. 

Gushing, H. G., Associated Engineers, Inc., Fort Wayne, Ind. 

Guthrie, J. A., School of Business Administration, State College of Washington, Pullma 
Wash. 

Harrell, S. R., Room 205, Jordan Hall, 46th and Sunset Ave., Indianapolis, Ind. 
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Hatch, G., KLO, Ogden, Utah. 
Heebner, R. G., c/o Scott Paper Co., Chester, Pa. 
Hertrais, W. S., Dept. of Commerce, U. S. Court House, 225 S. Clark St., Chicago, III. 
Howell, P. L., 1701 Massachusetts Ave. N.W., Washington, D.C. 
Kaltenborn, H. S., College of Business Administration, University of Nebraska, Lincoln, 
Neb. 
Kaplan, M., Room 403, 1001 Vermont Ave. N.W., Washington, D.C. 
Kolbe, F. F., 307 N. Michigan Ave., Chicago, III. 
Koontz, H. D., Colgate University, Hamilton, N.Y. 
Lake, W. S., 59 Hinckley Rd., Waban, Mass. 
Litterer, O. F., University of Nebraska, Lincoln, Neb. 
Liu, T.-C., Chinese Embassy, 2001 19th St. N.W., Washington, D.C. 
Loveday, A., 7 Greenholm, Princeton, N.J. 
Lowe, A., 82 Wadsworth Terrace, New York City. 
Luce, K. K., Cleveland Athletic Club, Cleveland, Ohio. 
Ludlow, W. L., Muskingum College, New Concord, Ohio. 
Mace, Jr., A., 4721 Colorado Ave. N.W., Washington, D.C. 
McFeaters, M. C., Room 7300, Farm Credit Administration, Washington, D.C. 
McMullen, S. Y., 350 Hawthorne Ave., Glencoe, Ill. 
Morgan, J. T., Dept. of Econ. and Soc., Randolph-Macon Woman's College, Lynchburg, Va. 
Murray, J] H., Western College, Oxford, Ohio. 
Petruzzelli, N. M., No. 2, 2013 2nd St. N.E., Washington, D.C 
Salant, W. A., 1718 Q St., Washington, D.C. 
Sanow, K. P., 2136 N. Kedzie Ave., Chicago, Ill. 
Schafer, R., 2026 Hillyer Pl. N.W., Washington, D.C. 
Silk, L. S., Box 5249, Duke Station, Durham, N.C. 
Smith, A. F., P.O. Box 282, Tallahassee, Fla. 
Spencer, W. H., School of Business, University of Chicago, Chicago, Ill. 
iss, J. H., 1630 W. Cumberland Ave., Knoxville, Tenn. 
Stevens, G., Flint Junior College, Flint, Mich. 
Stewart, W. W., Gladstone, N.J. 
Sugihara, E., 2515 K St. N.W., Washington, D.C. 
weezy, A. R., 4 Chapin Court, Williamstown, Mass. 
Swift, P. E., 12 Walnut Pk., Roxbury, Mass. 
Townsend, R. G., Box 4017, Duke Station, Durham, N.C. 
’arren, R. B., Institute for Advanced Study, Princeton, N.J. 
Weintraub, S., 205 E. 17th St., Brooklyn, N.Y. 
Witcover, Lieut. Henry W., c/o Post Quartermaster, Fort Jackson, S.C 
Wright, W., Armstrong Cork Co., Lancaster, Pa. 
Yeager, H. C., 330 W. 42nd St., New York City. 
Yuen, K. S., c/o First Trust Company of China, Ltd., 270 Peking Rd., Shanghai, China. 
Zimmerman, Mrs. M. P., West Virginia University, Morgantown, W.Va. 
Zoll, Jr., E. J., Illinois Central System, 135 E. 11th Pl., Chicago, III. 


The following doctoral dissertations listed in the September issue of this RE- 
vigW should have been attributed to the UNIVERSITY OF SOUTHERN CALIFORNIA: 


Statistics; Economic Mathematics ; Accounting 


Wi.puR Roy GarreETT, B.S., 1932; M.B.A., 1933; A.M., 1934, Southern 
California. A comparative study of the statutory provisions relating to se- 
lected phases of the net-worth section of the corporate balance sheet. 1941. 
Southern California. Accepted. 


Marke ting ; Domestic Trade 


Puitip CALVIN ALBERTSON, A.B., College of Idaho, 1927; A.M., Southern 
California, 1938. Some aspects of the theory and practice of marketing 
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control under the California pro-rate act, with special reference to dried 
fruits. 1940. Southern California. Accepted. 


Agriculture; Forestry; Fisheries 
SYLVESTER M. FRrizo, B.C.S., 1931; A.M., 1933, Loyola (Chicago). The 
development of a ana of agricultural mercantilism in the United States. 
1941. Southern California. Accepted. 


Economic Geography; Regional Planning; Urban Land; Housing 
FRANK HuGH SPARKS, A.B., Butler, 1935; A.M., Southern California, 1937, 
The location of industry; an analysis of some of the factors which have 
affected the location of industry in the ten southern counties of California, 
1941. Southern California. Accepted. 


FINN BJORN JENSEN, A.B., 1934; A.M., Southern California, 1935. Legis- 
lative machinery for controlling labor disputes in Norway. 1940. Southern 
California. Accepted. 


Under the auspices of the American Committee for International Studies a 
conference on North Atlantic relations was held September 4-9 at Prout’s Neck, 
Maine. Some twenty papers were submitted to the conference. A few sets ate 
available and can be secured from the Committee at Princeton, New Jersey. Some, 
but not all, of them will be available later in the printed Proceedings. 


Successful candidates (in the field of economics) for Brookings Institution 
fellowships for 1941-42, the institutions at which they are — graduate 


work, and their research subjects are Paul A. Baran, Harvard University, “Al- 
location of Resources in Wartime”; Nora H. Boddy, Radcliffe College (Rad- 
cliffe-Brookings codperative fellowship), “Comparative Study of Prices of Milk 
in the Principal Markets of the United States’; Neil W. Chamberlain, Ohio 
State University, “Collective Bargaining Procedures’; Maxine H. Enlow, Rad- 
cliffe College, “Some Problems in the Economics of Consumption”; A. Lowell 
Kirkpatrick, Brown University (Brown-Brookings codperative fellowship), 
“Clearing Agreements in International Trade”; Philip M. Raup, University of 
Wisconsin, ‘Public Land Management Policies at the County Level of Govern 
ment” ; George F. Rohrlich, Harvard University, ‘The Social Security Legislation 
as a Democratic Device”; Eugene Rotwein, University of Chicago, “Wage 
Theory and Wage Regulation’’; and Leonard Weiss, Fletcher School of Law 
and Diplomacy (Fletcher School-Brookings codperative fellowship), ‘Canadian- 
American Economic Relations.” 


The survey of American Listed Corporations, a Works Project Administration 
project sponsored by the Securities and Exchange Commission, can supply without 
charge as many as five copies of Statistics of American Listed Corporations, Part 
I, to any college or university library wishing to use them as reference material in 
connection with courses in finance or investment. This report is multigraphed and 
consists of about 70 pages of text and about 280 pages of tables. 


The Bureau of Foreign and Domestic Commerce has established a National 
Economics Unit under the direction of Arthur R. Upgren of the University 0! 
Minnesota. James A. McCullough, formerly of Scudder. Stevens and Clark, and 
Richard M. Bissell, Jr., of Yale University will be associated with the new unit 
The work of the unit will embrace a study of general national economic problems 
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and developments which impinge upon business, with a view toward developing 
material for policy guidance of the Department and business. 


The Department of Commerce has published a list of Selected Research Topics 
in the Fields of Business and Economics, copies of which can be secured from the 
Burean’ of Foreign and Domestic Commerce. 


Appointments and Resignations 


Harry K. Allen has been promoted from the rank of assistant professor to that 
f associate professor of economics and director of the Bureau of Economic and 
Business Research at the University of Illinois. 


Ruth A. Allen has been promoted from associate professor to professor of 
economics at the University of Texas. 


R. V. Anderson has been appointed lecturer in the department of political 
onomy at the University of Toronto. 


Karl E. Ashburn, head of the department of economics and business adminis- 
tration at Southwestern Louisiana Institute, spent the summer at the University 
f Wisconsin, studying labor economics and institutional economics, 


C. A. Ashley of the department of political economy at the University of 
foronto has been promoted from associate professor to professor. 


Roy Ashmen has been appointed instructor in accounting and business ad- 
inistration at Louisiana State University. 


William E. Bade, formerly of the University of Wisconsin and holder of a 
lax Foundation-New York University Fellowship, was engaged during the sum- 
ner in tax research at the Tax Foundation, New York City. 


Claude D. Baldwin is instructor in economics at the University of Kansas, 
teaching public finance. 


Wesley C. Ballaine, who has been teaching at the University of Illinois, has 
gone to the University of Oregon as assistant professor of economics. 


Thomas A. Beal was appointed dean emeritus of the School of Business, Uni- 
versity of Utah, and professor emeritus of business and economics on his retire- 
yn July 1. 


_). B. Bearnson, associate professor in the School of Business, University of 
Utah, has been given a leave of absence to attend the University of Virginia. 


Grace Beckett has been appointed instructor in economics at the University of 
[linois. 


John F. Bell, formerly head of the department of economics at Temple Uni- 
ersity and principal economist with the Office of Price Administration and 


Civilian Supply, has been appointed professor of economics at the University 
Illinois. 


George E. Bigge has resigned his position as professor of economics at Brown 


et to accept reappointment as a member of the federal Social Security 
Oard 
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T. C. Bigham has been granted a year’s leave of absence from the University 
of Florida to become Secretary and Director of Research, Board of Investigation 
and Research, Washington, D.C. 


— Blodgett has been promoted from the rank of assistant professor to 
that of associate professor of economics at the University of Illinois. 


James F. Bogardus of the Wharton School, University of Pennsylvania, has 
been granted a leave of absence to serve as price executive in charge of the Con- 
sumers’ Durable Goods Section of the Office of Price Administration, Washing. 
ton, D.C. 


Ernest L. Bogart, professor emeritus of the University of Illinois, is teaching 
a course in the economic history of Europe in the School of Commerce, Accounts, 
and Finance of New York University. 


Moritz J. Bonn, formerly of the University of London, is visiting professor 
at Occidental College. 


Harper W. Boyd has been appointed instructor in marketing and merchandis. 
ing in the School of Commerce, University of North Dakota. 


R. W. Bradbury, professor of business administration at Louisiana State Uni- 
versity, has been made director of Latin American relations and will continue to 
teach on a part-time basis. 


Robert A. Brady is on leave of absence from the University of California and 
has a position with the Office of Price Administration and Civilian Supply, Con- 
sumers’ Division, Washington, D.C. 


Henry Brodie has been appointed a senior assistant in the department of eco- 
nomics, School of Commerce, Accounts, and Finance, New York University. 


H. N. Broom, graduate assistant in accounting at the University of Texas last 
year, has been appointed assistant professor of accounting at Southwestern 
Louisiana Institute. 


Pembroke H. Brown has been advanced from the rank of associate professor to 
that of professor of economics at the University of Illinois. 


William Bryant, formerly a part-time instructor in the department of economics, 
School of Commerce, Accounts, and Finance of New York University, has ac. 
cepted a position with the New York State Housing Authority. 


Edgar B. Cale of the Wharton School, University of Pennsylvania, has been 
awarded the Penfield Fellowship and a grant from the Rockefeller Foundation and 
will spend a year in South America, studying government and politics in Uruguay, 
Chile, and Argentina. 


John B. Canning has taken sabbatical leave for one quarter from the depatt- 
ment of economics, Stanford University, to assist in the emergency program 0! 
the Department of Agriculture, Washington, D.C. 


Reynold E. Carlson, instructor in political economy at Johns Hopkins Univer 
sity, spent the summer in New York as a research associate with the Nationa! 
Bureau of Economic Research, collabarating on a study of the financing of the 
defense program. 
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Valdemar Carlson, associate professor of economics at Antioch College, is 
spending the academic year 1941-42 teaching economics at the University of 
Texas. 
Cecil C. Carpenter, professor of economics at the University of Kentucky, 
served as business economist with the Office of Price Administration and Civilian 
Supply during the summer of 1941. 


Lester V. Chandler, associate —— of economics at Amherst College, is 
civing a course in money and credit at Trinity College, Hartford. 


C. Lawrence Christenson has been granted leave of absence by Indiana Univer- 
sity to serve as a principal economist in the Office of Price Administration. 


John D. Clark has been apppointed dean of the College of Business Ad- 
ninistration at the University of Nebraska. 


Wesley C. Clark, formerly of the Wharton School, University of Pennsyl- 
inia, has accepted a position at Syracuse University. 


E, W. Clemens has resigned his position with the University of Toledo to 
become associate professor of economics at Southwestern Louisiana Institute. 


Charles G. Coit has been appointed instructor in the department of economics, 
Dartmouth College. 


Robert L. Collins has resigned his position as instructor in accounting at the 
University of Florida to become a public accountant in Orlando, Florida. 


J. B. Condliffe of the University of California, at Berkeley, taught in the 
Jepartment of economics during the first term of the summer quarter at the 
University of Chicago. 

J. A. Cook has been appointed to the staff in the department of political 
economy at the University of Toronto. 

Dudley J. Cowden has been promoted to professor of economic statistics at 
he University of North Carolina, 


Reavis Cox, on leave of absence from the Wharton School, University of 
Pennsylvania, is executive officer in the Division of Civilian Supply of the 
Office of Production Management. 


F. R. Crocombe of the department of political economy at the University 
{ Toronto has been promoted from assistant professor to associate professor. 


f. N. Curley of the Wharton School, University of Pennsylvania, has been 
warded the Sterling Fellowship and will study at Yale Law School. 


Donald W. Curtis has been appointed a part-time assistant in the department 
‘ economics and social institutions of Princeton University. 


M. G. Dakin, assistant professor of business administration at Louisiana State 
niversity, is now with the Securities and Exchange Commission, Washington. 


George W. Dandelake has been appointed instructor in accounting at the Uni- 
versity of Florida. 


Mal olm M. Davisson is on leave of absence from the University of California 
1 1s taking a law course at the University of Michigan. 
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Walter H. Delaplane of Duke University spent the summer in Bogota, (. —& | 


lombia, studying the monetary system and effects of the war. ate 
George Devereux, formerly of Middlesex University, has joined the staff of * 
the department of economics and sociology, University of Wyoming. ( 
C. T. Devine, instructor in accounting at Louisiana State University, is now "7 
with University of Kansas City, Kansas City, Missouri. ] 
Dis 
Ethel B. Dietrich has been granted leave of absence by Mount Holyoke Col. 
lege in order to become a member of the staff of the Economic Defense Board I 
organized by the President in August, 1941. Miss Dietrich’s work will be in the Col 
section concerned with the protection and control of trade with Latin America, f 
George Dimmler, formerly of the Wharton School, University of Pennsyl- the 
vania, has been called into military service. B 
Edna Douglas has been appointed instructor in economics at the Woman's beer 
College of the University of North Carolina. k 
Robert B. Downes, instructor in economic history and commerce, University a 
of Miami, is on leave as director of athletics, with the rank of Lieutenant in the 
the Navy, at Key West, Florida. H 
J. Franklin Ebersole, professor of banking and finance in the Graduate Schoo! ” 
of Business Administration, Harvard University, was lecturer at the Pacific H 
Northwest Banking School, held on the University of Washington campus, for that 
two weeks in August. 
P; 
Allen B. Edwards, formerly of the University of Virginia, has been appointed has | 
assistant professor of economics at Winthrop College. 
Paul T. Ellsworth, formerly professor of economics at the University of Cin- the 
cinnati, has accepted a professorship in the department of economics at the 
University of Wisconsin, beginning in the fall of 1942. During the present year fe 
he is in Chile on a Guggenheim Foundation Grant, doing research in the field of tect 
Latin American trade relations. A 
Grover Ensley, formerly a Tax Foundation-New York University Fellow, has in th 
accepted a position with the Bureau of the Budget in Washington, D.C. 7 
Leo M. Favrot, associate professor of accounting, has resigned to become busi Uniy 
ness manager at Southwestern Louisiana Institute. Be 
Paul Fischer, formerly of the University of Vienna, has been appointed in — 
structor of economics and business administration at the University of Maine _ 
K. 


Leo Fishman, assistant in the department of economics, School of Commerce 
Accounts, and Finance, New York University, resigned to accept a position with <a 
the Office of Price Administration, Washington, D.C. ~ 


Thomas M. Flanagan, formerly of the department of economics, School of Unis 
Commerce, Accounts, and Finance of New York University, bas accepted a pos! Hate 
tion with the United States Steel Corporation. . 

E. C. Flora has been appointed instructor in accounting and business admin- Colle 


istration at Louisiana State University. Univ 


| 
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Robest W. French has been aes assistant professor of business admin- 
stration and assistant director of the Bureau of Business Research at Louisiana 
State University. 


C. G. Fullerton, professor of accounting at the University of Colorado, taught 
-ourses in accounting during the second summer term at the University of Florida. 


|. K. Galbraith, on leave from Princeton University, is Director of the Price 
Division of the Office of Price Administration and Civilian Supply. 


Earl S. Garver is doing part-time work as instructor in economics at Trinity 
llege, Hartford. 


Paul Geren, instructor in economics at Louisiana State University, is now at 


the University of Rangoon, Burma. 


Burton H. Gildersleeve, formerly of Scranton Keystone Junior College, has 
en appointed instructor in finance at the University of Pittsburgh. 


Henry E. Glass has been appointed assistant in the department of economics 
of the School of Commerce, Accounts, and Finance, New York University, for 
icademic year 1941-42. 


H. D. Graham has been appointed half-time assistant in the department of 
nomics at the University of Illinois. 


Horace M. Gray has been advanced from the rank of associate professor to 
that of professor of economics at the University of Illinois. 


Paul M. Green, assistant professor of economics at the University of Illinois, 
is been granted a year’s leave of absence to serve in the defense program. 


Catharine D. Greene has been appointed assistant professor of economics at 
e University of California. 


John I. Griffin, instructor in economics at Long Island University, was visiting 
ecturer at Saint Louis University during the summer session. 


Allen G, Gruchy, professor of economics at the University of Maryland, taught 
n the summer session at the University of Virginia. 


J. B. Hackett has been appointed instructor in personnel management at the 
niversity of North Carolina. 


Bemeod F. Haley of the department of economics, Stanford University, has 
een appointed chairman of the Pacific Coast Regional Committee of the Social 
Science Research Council. 


| : W. Hall, associate professor of business administration at Southwestern 
Louisiana Institute, is on leave with the United States Naval Reserves, stationed 
t New Orleans. 


_ Donald M. Halley has been granted a year’s leave of absence from Tulane 
University to accept a General Education Board Special Fellowship at Harvard 
University Graduate School of Business Administration. 


_ William Haller, Jr., has resigned from the H. Sophie Newcomb Memorial 
College, habe x-- University, to accept a position as instructor in economics at the 
versity of Vermont. 
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Earl J. Hamilton of Duke University spent the summer in Lima, Peru, and in 
Bogota, Colombia, engaged in research on economic history. 


Seth Hammond has been appointed instructor in economics at the University 
of Illinois. 

Gabriel S. Hauge, instructor in economics at Princeton University, spent the 
summer as research associate on the staff of the defense financing study of the 
Fiscal Policy Conference of the National Bureau of Economic Research, and jis 
continuing during the academic year in a part-time capacity. 

Edward R. Hawkins has been granted a leave of absence by the Wharton 
School, University of Pennsylvania, and is now in the Research and Statistical 
Division, Bureau of Foreign and Domestic Commerce, U. S. Department of 
Commerce, Washington, D.C. 

M. S. Heath of the University of North Carolina is devoting half-time during 


the fali quarter to research work in southern economic history under appoint- 
ment from the Committee for Research in American Economic History. 


Raymond W. Heatwole, formerly of the University of Virginia, is serving as 
instructor in economics at Furman University. 


Ludwig S. Hellborn has accepted the position of senior economic analyst with 
the Division of Tax Research, Treasury Department, Washington, D.C. 


William H. Hench, formerly of the Wharton School, University of Pennsy!- 
vania, is now assistant professor of marketing at Temple University. 


Robert Henderson of Ohio State University has been appointed instructor in 
economics at Illinois Wesleyan University. 


P. T. Hendershot has been appointed instructor in business administration at 
Louisiana State University. 


Arleigh P. Hess has resigned his position at the Wharton School, University 
of Pennsylvania, and is now serving with the U. S. Navy. 


George H. Hildebrand, formerly a lecturer in economics at Wellesley College, 
has been appointed instructor in economics at the University of Texas, 


R. V. Hobbah has been promoted from instructor to assistant professor of 
economics and business administration at the University of Maine. 


G. L. Hodge has been appointed instructor in business administration at 
Louisiana State University. 


Michael L. Hoffman, instructor in economics at Oberlin College, is serving 
as consultant to the Foreign Funds Control Office of the Treasury Department 
and will work part-time in Washington, D.C. 


Branson B. Holder has been appointed assistant professor of economics and 
commerce at Washington and Lee University. 


Calvin B. Hoover, dean of the Graduate School of Duke University, is serving 
this year in Washington as a member of the Board of Analysts, Office of the 
Codrdinator of Information. 
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H. D. Hotchkiss, on leave from The Citadel for the year 1941-42, is connected 
with the Economic Defense Board, Office of Export Control, in New York. 


John Richard Huber, assistant professor at the University of Washington, has 
been given a leave of ‘absence to serve as assistant to Calvin B, Hoover in the 
Office of Codrdinator of Information, Washington, D.C. 


Merlin H. Hunter, head of the department of economics at the University of 
[llinois, has been granted leave of absence for the second semester of 1941-42, 
to study the work of departments of economics in other educational institutions. 


W. T. Jackman, professor of transportation in the department of political 
economy at the University of Toronto, has retired. A volume of essays in the 
field of transportation is being published to mark the end of his twenty-five years’ 


1 e 


Kathleen C. Jackson has been advanced from assistant professor to associate 
professor and head of the department of economics and sociology at Hollins 


Loiege. 


Raymond P. Jeffries, Jr., has been appointed professor in business adminis- 
ration and economics at Blue Ridge College, New Windsor, Maryland. 


ey J. Johnson, who was promoted to the rank of professor of economics at 
chool of Commerce, Accounts, and Finance, New York University, last 
pring, is devoting half of his time to research for the Committee on Economic 
History oo the Social Science Research Council. He is also editor of the Journal 
t Economic History. 


H. Webster Johnson has been appointed to an assistant professorship of busi- 
ness organization at The Citadel. 


Lloyd Johnson has been appointed graduate assistant in accounting at the 
University of Florida and is teaching courses in elementary accounting. 


Robert H. Johnson of the department of economics and business administra- 
it West Virginia University has been appointed statistician of the Bureau 
Business Research. 


Marshall E. Jones, formerly of Tusculum College, has joined the staff of the 
lepartment of economics and sociology, University of Wyoming. 


P. M. Jones has been appointed instructor in accounting at Louisiana State 
University. 
William H. Joubert has been appointed assistant professor of economics at the 
University of Florida. 
Wal ter E. Kaloupek has been appointed assistant professor of political science 
> School of Commerce, University of North Dakota. 


é. Gordon Keith of the Wharton School, University of Pennsylvania, is on 
e of absence to make a study of national taxation for the Treasury Depart- 
t, Washington, D.C. 


Forrest E. Keller has been promoted from assistant professor to associate pro- 
fessor of economics at West Virginia University. 
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Arthur Kemp, formerly assistant professor of economics at Earlham College 
during the spring semester of 1941, has returned to his position as assistant in 
the department of economics, School of Commerce, Accounts, and Finance, New 
York University, for the academic year 1941-42. 


H. R. Kemp of the department of political economy at the University of 
Toronto is on leave of absence to serve with the Wartime Prices and Trade Board 
in Ottawa. 


George W. Lafferty has resigned as assistant professor of accounting at South- 
western Louisiana Institute to become research consultant for the state auditor 
of Texas. 


Albert T. Lauterbach, formerly of the Institute for Advanced Study in Prince- 
ton, has been appointed as assistant professor of economics at the University of 
Denver. 


William S, Lennon has been appointed as instructor in the department of 
economics and business administration at West Virginia University. 


George E. Lent, formerly at Rensselaer Polytechnic Institute, has been ap 
pointed instructor in economics at the University of Vermont. 


C. W. Lewis of the Wharton School, University of Pennsylvania, has been 
awarded the Crossley Corporation Fellowship and will devote a year to the study 
of the consumer movement in the Ohio Valley. 


H. H. Liebhafsky is now half-time instructor in economics at the University 
of Texas. 


D. Philip Locklin has been advanced from the rank of associate professor to 
that of professor of economics at the University of Illinois. 


W. Bruce Lockling, assistant professor at the University of Washington, has 
a year’s leave of absence and is now in Washington, D.C., with the Department 
of State. Eventually he will go to South America as an economic analyst. 


Edward B. Logan of the Wharton School, University of Pennsylvania, has been 
granted a leave of absence to continue as Budget Secretary of the Commonwealth 
of Pennsylvania. 


Samuel J. Lukens, formerly professor of business at University of Pittsburgh, 
is director of the School of Business and Secretarial Studies at Simmons College 


E. O. Macdonald, formerly of the University of Virginia, has been appointed 
assistant professor of economics at the University of Richmond. 


J. V. Machell has been appointed half-time assistant in the department of 
economics at the University of Illinois. 


D. W. Magoon, instructor in business administration at Louisiana State Uni- 
versity, is now with Office of Production Management, Washington, D.C. 


Daniel Marx, Jr., is instructor in economics at Dartmouth College, on the 
expiration of his traveling fellowship at the University of California and afte: 
spending a month as consultant in transportation with the Export Control Ad- 
ministration. 
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Carl Marzani, formerly of Oxford University and Wesleyan University, has 
been appointed an assistant professor of economics, School of Commerce, Ac- 
ounts, and Finance, New York University. 


Reco T. Masten, formerly of the University of North Carolina, is now in- 
uctor in economics at DePauw University. 


J. L. McConnell has been appointed instructor in economics at the University 
of Illinois. 


O. J. McDiarmid, formerly assistant professor of economics at Carnegie In- 
titute of Technology, has been appointed assistant professor of economics and 
"ene iness administration at the College of William and Mary. 


Frederick C. McLaughlin has recently been appointed instructor in consumer 
economics at Stephens College, Columbia, Missouri. 


John A. McLeland, instructor in the School of Business Administration, Uni- 
versity of Miami, is on leave for a year under a fellowship appointment in in- 
dustrial management at Harvard University. 


Wayne L. McNaughton is now an instructor in management and industry at 
the University of California at Los Angeles. 


Heston McPherson of Oberlin College is in charge of the office of the 
nittee on Social Security of the Social Science Research Council, Washing- 
D.C., during the absence of Paul Webbink. 


F. Byers Miller, formerly of Ohio State University, has been appointed to an 
ciate professorship in marketing at the University of Richmond. 


Maurice Moonitz of the University of Santa Clara is conducting a course in 
ost analysis and valuation for the department of economics, Stanford Univer- 
sity, during the autumn quarter. 


J. Theodore Morgan has joined the faculty at Randolph-Macon Woman's 
College this year as adjunct professor of economics and sociology. 


O. T. Mouzon has been promoted to assistant professor of economics at the 
University of North Carolina. 


Frank Munk of Reed College has been appointed lecturer in economics at the 
niversity of California. 


E. G. Nelson, who is on sabbatical leave from the department of economics, 
Stanford University, is dividing his time between research at Columbia Univer- 
y and the Office of Price Administration, Washington, D.C. 


Arthur J. Noetzel has been appointed instructor in accounting at John Carroll 
University, Cleveland. 


Seng Otenasek has been appointed instructor in economics at Trinity 
College, Washington, D.C. 


). F. Parkinson of the University of Toronto has been granted leave of ab- 
ence for the duration of the war to serve on the Canadian-American Joint 
Economic Council. 
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Kurt R. Petshek has accepted a position in the eines of economics at 
Middlebury College and is teaching courses in the field of labor and consumer 
economics. 


Clarence E. Philbrook has been appointed an instructor in the department of 
economics and sociology at Iowa State College. 


Helen Porter, who has been instructor in economics at Western College, is per- 
sonnel director at the National Catholic Community Service, Washington, D.C. 


Fredlyn Ramsey has been appointed to an assistant professorship in economics 
at Connecticut College. 


C. L. Rankin has resigned his position at the Wharton School, University of 
Pennsylvania, to return to the law firm of Drinker, Biddle and Reath, 


B. U. Ratchford of Duke University taught during the summer session at the 
University of Virginia. 


Dickson Reck has resigned from the Wharton School, University of Pennsy! 
vania, and will continue with the Consumers’ Division of the National Defense 
Board. 


Charles F. Remer, professor of economics at the University of Michigan, is 
on leave for the academic year 1941-42 and is in charge of the Far Eastern Sec- 
tion of the Office of Coérdinator of Information in Washington, D.C. 


Karl D. Reyer, professor of business administration and assistant director of 
the Bureau of Business Research, Louisiana State University, is on leave while 
serving as a Major in the Army. 


Lloyd G. Reynolds, associate in political economy at Johns Hopkins Univer- 
sity, is connected with the Office of Price Administration in Washington as Chie! 
Business Economist for the Electrical Equipment Unit, dividing his time between 
this work and his university activities. 


J. H. Richardson, Montague Burton Professor of Leeds University, has been 
granted leave of absence to join the staff of the department of political econom; 
at the University of Toronto for the session 1941-42. 


W. R. Roane, instructor in accounting, is teaching part-time and also serving 
as assistant auditor of Louisiana State University. 


Evan O. Roberts, who has returned to West Virginia University after a year s 
leave of absence spent in graduate work at the University of Wisconsin, has 
been promoted to the rank of assistant professor of business administration. He 
is also associated with the newly organized Bureau of Business Research. 


Clarence Scheps, instructor in accounting at Louisiana State University, has 
been given leave of absence to join the Department of Education and set up 
accounting systems in Louisiana schools. 


G. T. Schwenning has been granted a leave of absence from the Universit 
of North Carolina to accept a position in the U. S. Office of Education as senio' 
specialist in management defense training. 


Warren C. Scoville, who has been teaching in the department of economics 
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at the University of Texas, has been made an instructor in economics at the 
University of California at Los Angeles. 


Leroy A. Shattuck, formerly instructor in economics at Dartmouth College, 
i; now a member of the staff of the department of economics at Carnegie Insti- 
tute of Technology. 


joseph Shister of Harvard University is acting instructor at the University of 
ncinnati for the year 1941-42. 


Lillian Silver has been appointed a junior assistant in the department of eco- 
ics, School of Commerce, Accounts, and Finance of New York University. 


R. Elberton Smith has left the University of Denver to do independent research 
n Washington, D.C. 


Harold J. Smolinski is assistant professor of accounting at Louisiana Poly- 
technic Institute. 


Edward D. W. Spingarn, instructor in economics at Trinity College, Hartford, 
has been given leave of absence for military service. 


igene Staley of the Fletcher School of Law and Diplomacy taught in the 
lepartment of economics during the second term of the summer quarter at the 
University of Chicago. 


R. L. Stallings has been appointed instructor in accounting at the University 
f North Carolina. 


J. Wilner Sundelson, assistant professor of economics at Rutgers University, 
s serving as consulting tax economist to the Social Security Board and as con- 
sultant for the State Tax Law Study of the Federal Marketing Laws Survey. 


Ralph B. Tower, formerly head of the department of economics and business 
administration at Mount Union College, has been appointed professor of eco- 
nomics and head of the department of economics and sors administration at 
West Virginia University. He will also direct the Bureau of Business Research. 


Oliver L. Troxel of the College of William and Mary has been appointed by 
the department of economics, School of Commerce, Accounts, and Finance, New 
ork University, to the Tax Foundation-New York University Fellowship for 
e coming academic year. 


Paul M. Van Arsdell has been advanced from the rank of associate to that of 
ssistant professor of economics at the University of Illinois. 


Walter O. Vogt has been appointed instructor in the department of economics, 
niversity of Chattanooga. 


Dilworth Walker has been named chairman of the School of Business, Uni- 
ersity of Utah, following the retirement of Thomas A. Beal as dean. 


Weldon W. Welfling of Duke University served as Chief of the Coke Unit in 
the Office of Price Administration and Civilian Supply in Washington during 
the past summer. 


White has been appointed half-time assistant in the department of 
nomics at the University of Illinois. 
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Horace G. White, Jr., instructor in economics, School of Commerce, Accounts. 
and Finance, New York University, resigned in July to accept a position as 
economist at the Department of State, Washington, D.C. 


Edmund Whittaker, associate professor of economics at the University of 
Illinois, has resumed full-time teaching after a leave of absence because of illness, 


Ralph M. Williams has been appointed assistant professor of accounting in 
the School of Business Administration, University of Miami. 


H. D. Wolf of the University of North Carolina has been appointed to a 
four-year term on the Unemployment Compensation Commission of North 
Carolina. 


T. W. Wood has been appointed associate professor of management at North 
Carolina State College. 


C. M. Wright has been granted leave of absence by the International Labour 
Office to join the staff of the department of political economy at the University 
of Toronto for the session 1941-42. 


W. M. Young has resigned as assistant professor of business administration 
at Southwestern Louisiana Institute to accept a position with the Texas College 
of Arts and Industries. 


P. D. Zook has been appointed instructor in economics at Louisiana State 
University. 
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